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2008 


Summary of Operations (In millions, except per share data) 


2007 


Revenues $178.3 $226.2 
Goodwill and intangible asset impairments $559.3 $0.3 
Operating income (loss) ($581.8) $5.3 
Net income (loss) ($529.1) ($14.2) 
EBITDA* ($2.4) $38.1 


Per Share Data 


Average shares outstanding - basic and diluted 5,772,076 Dl (ZOU 
Earnings (loss) per share - basic and diluted ($91.75) ($2.45) 
Assets Under Management (In millions) 

Average AUM (Excluding Goodwin) $32,005.9 $44,756.6 
Ending AUM (Excluding Goodwin) $22,636.4 $40,416.7 


Mutual Funds - Long-term 
=] 


Mutual Funds - Money Market 
Separately Managed Accounts 


Institutional Products 


Assets Under Management (In millions) 


fl Fixed Income 
HE Money Market 


By product (12/31/2008): By investment category (12/31/2008): 
Mutual Funds - Long-term $10,744.3 Equity $9 825.0 
Mutual Funds - Money Market 4 654.0 Fixed Income 8,157.4 
Separately Managed Accounts OTA Money Market 4,654.0 
Institutional Products 4,163.8 Total $22,636.4 
Total $22,636.4 


“EBITDA” is a supplemental non-GAAP liquidity measure, defined as net income before interest expense, income taxes, depreciation and 
amortization, and is provided in addition to, but not as a substitute for, cash flow from operations. The results include $7.5 million and $5.8 
million related to non-cash stock-based compensation expenses and unrealized mark-to-market adjustments in 2008 and 2007 respectively. 
Adjusting for these items, EBITDA would have been $5.1 million and $43.9 million in 2008 and 2007 respectively. For a reconciliation of 
EBITDA see “Management's Discussion and Analysis of Financial Condition and Results of Operations — Supplemental Liquidity Measure” 


beginning on page +4 of the attached Form 10-K. 


This report may contain forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. Virtus Investment 


Partners, Inc. intends for these forward-looking statements to be covered by the safe harbor provisions of the federal securities laws relating to 
forward-looking statements. Actual results may differ materially from those suggested by our forward-looking statements as a result of risks, 
uncertainties and assumptions. For a further discussion, see “Risk Factors” beginning on page 14, and “Special Note About Forward Looking 


Statements” on page 26 of the attached Form 10-K. 


‘The employees, management team and board welcome the 
opportunity to introduce you to Virtus Investment Partners (NASDAQ: 
VRTS), a distinctive partnership of boutique investment managers 
singularly committed to the long-term success of individual and 
institutional investors. 


We are a newly independent company with a heritage that dates back 
more than 50 years. With our broad portfolio of mroducls and services, 
we help meet the needs of individuals and institutions as they move 
along their investment horizons. 


Our approach emphasizes these strategic priorities: 


e We are committed to thoughtfully providing investment 
solutions, adhering to the tones samdaree of product quality, 
operational excellence and fiduciary responsibility. 


e We have the flexibility, agility and responsiveness of a boutique 
asset management firm with the product breadth and investment 
talent of our larger peers. 


e Weare unconstrained by a single investment approach. 
Rather, we provide access to independent, specialized 
investment philosophies through our multi-disciplinary, 
multi-strategy approaches. 
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Members of the Virtus Investment Partners management team ring the opening bell at 


the NASDAQ MarketSite to begin trading of VRTS on January 5, 2009. 


From left: 

Patrick Bradley, senior vice president, mutual fund administration; Michael Angerthal, 
executive vice president and chief financial officer; Kevin Carr, senior vice president, legal; 
George R. Aylward, president and chief executive officer; Frank Waltman, executive vice 
president, product management; Nancy Curtiss, executive vice president, operations; and 
Steve Neamtz, executive vice president, retail distribution. 


Missing from photo: Sam Austin, executive managing director, institutional distribution. 


Integrity. Quality. Strength. 
These three traits define 
the Latin word “virtus.” 
They characterize Virtus 
Investment Partners 


as well. 


Mark C. Treanor 
Chairman 
Board of Directors 


My Fellow Shareholders, 


Unprecedented economic forces have been at play for more than 

a year. The correction in the U.S. housing market devolved into a 
subprime mortgages crisis and a global disruption of credit markets. 
Spikes in commodity prices, particularly oil, further destabilized the 
markets, unsettling investors and depressing consumer spending and 
corporate investments. ‘he major financial indicators recorded their 
worst performances since the 1930s, and governments around the world 
contemplated extreme measures to respond to the economic downturn. 


This was the economic reality at the end of 2008 when Virtus 
Investment Partners spun off from our former parent, ‘he Phoenix 
Companies, Inc., and became a separate, publicly traded company. 


The economic morass presented a challenging backdrop as we 
navigated through 2008 and prepared for the spin-off. In addition to 
executing on our business plan during a difficult market cycle, we fully 
evaluated our business model and cost structure, and repositioned 
Virtus to successfully compete in the investment management industry 
as a company with an unwavering commitment to our clients and a 
dedication to creating value for our shareholders. 


Results 


Our financial results in 2008 represent the last period Virtus was a 
subsidiary of Phoenix and reflect both the impact of the spin-off and the 
extraordinary dislocations in the financial markets 


For the year, the company recorded a net loss of $529.1 million, or 
$91.75 per share, principally based on two non-cash impairment 
charges totaling $654.5 million: a $559.3 million charge related to 
goodwill and intangible asset impairments and a tax valuation reserve 
of $95.2 million. The net impact of these adjustments is the elimination 
of a significant portion of our intangible assets, and the establishment of 
reserves for tax attributes we hope to use in the future. Operating results 
included $4.8 million related to expense reductions and actions to 
position the company for the spin. 


By appropriately adjusting our balance sheet — and restructuring the 
company through expense reductions — we believe we are in a better 
position to operate as a stand-alone asset management firm and to build 
from a base that more clearly reflects our business. 


Assets under management were affected by both deteriorating economic 
conditions and investor wariness and uncertainty. We ended 2008 with 
total assets under management of $22.6 billion, down from $40.4 billion 
at year-end 2007. Mutual fund assets were $15.4 billion as of year-end 
2008, compared with $22.3 billion at year-end 2007. (Assets under 
management for prior years have been adjusted to exclude the assets 

of Coin in Capital Advisers, a former athliate of Virtus that remained 
with Phoenix.) 


Expense Management 


As we prepared to spin off as a pure-play asset management company, 
we applied a sharp focus on our cost structure. ‘The extreme market 
volatility made it even more critical to have in place an expense 
management discipline. 


Our business model allows us to provide certain shared services at the 
Virtus operating level, thereby eliminating redundancies and distractions 
for our affiliated managers. This lets the affliated managers do what 
they do best — manage assets — and helps us control fixed expenses. 
Approximately 50 percent of our operating expenses are now variable. 


The 2008 financial results reflect an operating model that included 
allocated shared costs while Virtus was a subsidiary of Phoenix. We 
have taken steps to implement a cost structure that is more appropriate 
for our industry, size and market position. Specifically, we replaced 
administrative expenses and services that were provided by our former 
parent company, which is expected to result in more than $4.0 million 
of annualized savings. In addition, we reduced approximately 100 
positions over the course of the year — nearly 25 percent of our staff 
from the start of 2008 — through steps such as transitioning mutual fund 
transfer agent functions to a third-party vendor. 


Our approach, measured and deliberate, identified critical cost savings 
while maintaining our high standards for investment performance and 
customer service. We believe we have acted responsibly in light of these 
extraordinary market conditions to properly position Virtus to meet the 
challenges ahead. 


Product Diversity 


Despite this uncertain environment, we believe our clients and our 
shareholders can benefit from the inherent strengths of our company, 
particularly our product diversity, experienced investment managers, 
and a broad distribution footprint, especially in the retail market. 


Product drives our business, and we have built the company with an 
understanding that investors have an array of needs driven by factors 
such as market conditions, risk tolerance and investment goals, and we 
can offer a variety of investment styles and multiple disciplines to meet 
those needs. 


The diverse investment teams of our affiliated managers and subadvisers 
operate autonomously to apply their disciplined strategies to the 
portfolios they manage. With this model, we can provide mutual funds, 
separately managed accounts, and institutional investments in a broad 
array of asset categories, market caps and investment approaches 

and styles. 


Our product portfolio is the result of active product management and 
development. During the past three years, for example, we completed 
66 different mutual fund initiatives by introducing and adopting funds, 
changing sub-advisers, and merging funds. ‘The emphasis on dynamic 
product management, combined with our operating structure, gives 
us the flexibility to augment our product line by leveraging existing 


Affiliated Managers 
af Duff ¢ Phelps 


Investment Management Co. 


Duff © Phelps Investment Management 
Co. specializes in global utilities, 

real estate, infrastructure and other 
strategies that are available in open- 
end funds, closed-end funds, and 
institutional separate accounts. Each 
product is managed with a disciplined, 
consistent philosophy, style and process 
by experienced and stable investment 
management teams. 


KAYNE ANDERSON RUDNICK 


INVESTMENT MANAGEMENT 


Kayne Anderson Rudnick Investment 
Management, LLC is an equity 
manager of primarily small- and mid- 
cap strategies for retail, institutional 
and private clients. The investment 
professionals believe that strong risk- 
adjusted returns can be achieved through 
a portfolio of quality companies that 
have strong, consistent growth with low 
business and financial risk. 


R@VWi ADVISORS 


SCM Adyisors LLC manages fixed 
income, growth equity and structured 
finance strategies for government, 
institutional, retail and private clients. 
Their value-driven fixed income 
management specializes in core, core 
plus, high yield, and full discretion total 
return strategies, while their growth 
equity strategies invest in companies 
across all market capitalizations. 


Zweig 


Zweig Advisers LLC provides closed-end 
offerings with a tactical asset allocation 
approach and, in conjunction with 
Virtus’ chief alternatives strategist, 
manages the Virtus Alternatives 
Diversifier. The company’s approach 
relies on proprietary research to gradually 
adjust market exposure in order to 
participate in rising markets and limit 
losses during major declines. 


George R. Aylward 
President and Chief Executive Officer 


Mark C. Treanor 
Chairman, Board of Directors 


manager capabilities, developing new strategies with existing managers, 
or offering products from new managers. ‘This approach allows us to meet 
the constantly changing needs of clients. 


Focused Distribution 


Another strength of the company is our ability to deliver these diverse 
products through multiple channels, particularly the national, regional 
and independent broker-dealer firms that are major distributors of 
mutual funds and separately managed accounts. Despite the challenges 
encountered in 2008, gross sales of retail mutual funds were $2.5 billion, 
second only to 2007 gross sales in recent years. 

Our distribution strategy also features institutional sales, where our 
emphasis in 2008 was on strengthening relationships with targeted 
investment consulting firms through a new team of sales professionals. 
With this team in place, we significantly increased the number of 
consultants who granted favorable product ratings to the investment 
solutions offered by our affiliated managers. 


2009 and Beyond 


We were proud to be the first newly public company to trade on the 
NASDAQ Global Market in 2009 and, as we look to this year and 
beyond, I know we will benefit from the enthusiasm and optimism of 
creating a new organization, and from the wisdom of our past experience. 


Success in the investment management industry is the result of 

many factors: quality products, skilled portfolio management, broad 
distribution, and financial discipline. Ultimately, it is built on the people 
who comprise the business. 


I am pleased to say the employees of Virtus Investment Partners are fully 
committed to the success of our customers, the success of our partners, 
and the success of our shareholders. I am confident in the abilities, 
knowledge, talent and discipline of our employees, and convinced 

that collectively we will continue to help investors achieve their 
financial goals. 


We are encouraged by the strengths of our organization and we believe 
our distinct business model, and the dedicated employees of Virtus, 
position us well to effectively serve the needs of our customers and 

our shareholders. 


We appreciate your support and look forward to a strong and prosperous 
future together. 


Sincerely, 


> ee Shiv ie 


George R. Aylward 
President and Chief Executive Officer 
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Shareholder Information 


SECURITY LISTING 


The common stock of Virtus Investment Partners, Inc. is traded on the NASDAQ Global 


Market under the symbol “VRTS.” 


TRANSFER AGENT AND REGIS1 


For information or assistance regarding your account, please contact our transfer agent 


and registrar: 


Virtus Investment Partners 
c/o BNY Mellon Shareowner Services 
480 Washington Boulevard 
Jersey City, NJ 07310 
oll-free: 866-205-7273 
TDD for hearing impaired: 800-231-5469 
Foreign Shareowners: 201-680-6578 
TDD for Foreign Shareowners: 201-680-6610 


Web Site: www.bnymellon.com/shareowner/isd 


E-mail: shrrelations@bnymellon.com 


— en Le 


‘To receive additional information, including a copy of our Form 10-K and financial supplements 
free of charge, or for additional information and access to other shareholder services, visit the 
Investor Relations Section on our Web site at www.virtus.com or contact our Investor Relations 
Department at: 

Virtus Investment Partners, Inc. 

Investor Relations 

100 Pearl Street 

Hartford, CT 06103 

Telephone: 800-248-7971 (Option 2) 

Fax: 860-241-1113 


e-mail: investor.relations@virtus.com 


For more information on our products and services, call your financial representative or visit our 
Web site at www.virtus.com 
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UNITED STATES 


SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 


FORM 10-K 


ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 


EXCHANGE ACT OF 1934 
For the fiscal year ended December 31, 2008 
or 


[.] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 


For the transition period from to 
Commission file number 1-10994 


VIRTUS INVESTMENT PARTNERS, INC. 


(Exact name of registrant as specified in its charter) 


Delaware 95-4191764 
(State or other jurisdiction of (L.R.S. Employer 
incorporation or organization) Identification No.) 


100 Pearl St., 9th Floor, Hartford, CT 06103 
(Address of principal executive offices) 


Registrant’s telephone number, including area code 
(800) 248-7971 


Securities registered pursuant to Section 12(b) of the Act: 


Title of each class Name of exchange on which registered 
Common stock, $.01 par value NASDAQ Global Market 
(including attached Preferred 
Share Purchase Rights) 
Securities registered pursuant to Section 12(g) of the Act: 
None 
(Title of class) 


Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities 
Act. Yes [X} No 

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the 
Exchange Act. Yes [|X| No 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the 
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to 
file such reports), and (2) has been subject to such filing requirements for the past 90 days. |X| Yes No 

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (229.405 of this chapter) is not 
contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements 
incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. 


Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a 
smaller reporting company. See definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in 
Rule 12b-2 of the Exchange Act. (Check one): 

Large accelerated filer Accelerated filer 

Non-accelerated filer [X Smaller reporting company 
(Do not check if a smaller reporting company) 

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange 
Act). Yes |X} No 

The aggregate market value of the voting and non-voting common equity held by non-affiliates computed by reference to 
the price at which the common equity was last sold (based on the closing price share as quoted on the NASDAQ Global Market) 
as of the last business day of the registrant’s most recently completed second fiscal quarter, was not available because the 
registrant’s common equity did not begin trading on the NASDAQ Global Market until January 2, 2009. 

As of April 7, 2009, 5,786,492 shares of the registrant’s common stock were outstanding. 

DOCUMENTS INCORPORATED BY REFERENCE 

Portions of the registrant’s Proxy Statement which will be filed with the SEC in connection with the 2009 Annual Meeting 

of Shareholders are incorporated by reference into Part III of this Form 10-K. 
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PARTI 
Item 1. Business. 
Separation from the Phoenix Companies, Inc. 


Prior to December 31, 2008, Virtus Investment Partners, Inc. (“Virtus” or the “Company”’) was an indirect 
majority-owned subsidiary of The Phoenix Companies, Inc. (“PNX”). On February 7, 2008, PNX announced that 
its board of directors had determined to pursue the spin-off of the Company, representing the asset management 
business of PNX, excluding the assets and business of the Company’s subsidiary, Goodwin Capital Advisors, 
Inc. (“Goodwin”). On December 12, 2008, the PNX board of directors formally approved the spin-off and 
declared a dividend payable to each PNX holder of record at the close of business on the record date (which was 
December 22, 2008) for the distribution of one share of our common stock for every 20 shares of PNX common 
stock. The distribution of 100% of our common stock, representing 77% of the Company, to PNX stockholders 
(other than shares withheld to satisfy certain withholding obligations) was made on December 31, 2008. We refer 
to this transaction throughout this Annual Report as the spin-off. Following the spin-off, PNX does not have any 
ownership interest in the Company. 


In connection with the spin-off, the Company and PNX entered into a separation agreement and several 
ancillary agreements to complete the separation of our business from PNX and to distribute our common stock to 
PNX stockholders. These agreements govern the relationship between the Company and PNX following the 
spin-off and also provide for the allocation of employee benefits, certain tax and other liabilities and obligations 
attributable to periods prior to and following the spin-off. The agreements were prepared before the spin-off and 
reflect agreements between affiliated parties established without arms-length negotiation. Along with the 
separation agreement, the other ancillary agreements include a transition services agreement, a tax separation 
agreement and an employee matters agreement. We may enter into other agreements with PNX, the terms of 
which would be determined at those times. The primary agreements are as follows: 


Separation Agreement—Addresses the principal corporate transactions required to effect the spin-off; the 
transfer of certain assets and liabilities; the distribution of shares of our common stock to PNX stockholders; and 
other agreements governing the relationship between the Company and PNX following the spin-off. 


Transition Services Agreement—Addresses transition services that PNX may provide to us for a limited 
period following the spin-off, including certain administrative and other services on an interim basis, such as 
information technology support, human resources and other limited services consistent with past practices. 


We are now performing all of the interim services detailed in the transaction services agreement, including 
human resources, information technology, facilities, legal and certain other services. 


Tax Separation Agreement—Sets forth the responsibilities of the Company and PNX with respect to, 
liabilities for federal, state, local and foreign taxes for periods before and including the spin-off, the preparation 
and filing of tax returns for such periods, and disputes with taxing authorities regarding taxes for such periods. 


Employee Matters Agreement—Provides the structure for the transition of our employees from PNX’s 
employment and from PNX’s employee plans and programs to employment and employee plans and programs 
with the Company. The agreement allocates responsibility for certain employee and employee benefit matters 
and liabilities after the spin-off date. 


Copies of the forms of these agreements are filed as exhibits to, and summaries of these agreements are 
included with, our Form 10 Registration Statement filed with the SEC in connection with our spin-off from PNX 
(“Form 10 Registration Statement’). 


Overview of Business 


We are a provider of investment management products and services to individuals and institutions. We 
operate a multi-manager asset management business, comprising a number of individual affiliated managers, 


each having its own distinct investment style, autonomous investment process and brand. We believe our 
customers value this approach. 


Investors have an array of needs driven by factors such as market conditions, risk tolerance and investment 
goals. A key element of our business is to offer a variety of investment styles and multiple disciplines to meet 
those needs. For our mutual funds, we supplement the investment capabilities of our affiliated managers with 
those of select unaffiliated sub-advisors. We do that by partnering with these managers whose strategies are not 
typically available to retail mutual fund customers. 


We provide our products in a number of forms and through multiple distribution channels. Our retail 
products include open-end mutual funds, closed-end funds and separately managed accounts. Our fund family of 
49 open-end funds is distributed primarily through intermediaries. Our five closed-end funds trade on the New 
York Stock Exchange. Retail separately managed accounts are comprised of intermediary programs sponsored 
and distributed by unaffiliated brokerage firms and private client services originated and maintained by our 
affiliated managers. We also manage institutional accounts for corporations, multi-employer retirement funds and 
foundations, endowments, special purpose funds and other types of institutions. 


Our Repositioning of the Business 


During the period from 2002 through 2008, we undertook a number of critical actions to reposition our 
business for long-term growth and improved profitability. Through these actions, we focused on our operating 
structure, product mix, distribution strategy and operating expense base: 


e We streamlined our operating structure from being a collection of majority-owned and wholly-owned 
affiliated firms into a single business of affiliated managers with common distribution and support 
operations. 


¢ We took actions to restructure our product portfolio with a focus on improved investment performance, 
focusing on mutual fund products as the initial stage of product repositioning. 


e We repositioned our distribution strategy to provide greater balance by distribution partner and with an 
increased focus on retail mutual fund distribution. 


¢ We took actions to significantly reduce our operating expenses. 


Our Asset Managers 


Our asset management services are provided by our affiliated managers as well as by unaffiliated external 
managers through sub-advisory agreements. The affiliated managers, who are registered investment advisors 
under the Investment Advisers Act of 1940, manage our mutual funds and closed-end funds, and provide 
investment management services for institutional and separately managed accounts. We provide our managers 
with consolidated distribution and administrative support, thereby allowing each affiliate to focus on asset 
management. We monitor the quality of the managers’ products by assessing their performance, style, 
consistency and the discipline with which they apply their investment process. 


For certain of our open-end mutual funds, we complement our affiliates’ skills with those of unaffiliated 
boutique sub-advisors who offer strategies that we believe also appeal to investors. 


Our affiliated firms participate in the earnings they generate through compensation arrangements that include 
incentive bonus pools based primarily on their profits and, in some cases, on the specific performance of the 
products they manage. Our affiliated firms and sub-advisors, and their respective assets under management, styles 


and products are as follows: 


Affiliated Managers 
Kayne 
Anderson 
Duff & Phelps Rudnick Oakhurst Engemann 
Investment Investment Asset Zweig Asset 

Management SCM Advisors Management Managers Advisors Management 
Assets Under 
Management at 
December 31, 
2008 
($ in billions) $5.8 $2.3 $3.3 $0.9 $0.8 $0.1 
Location Chicago, IL San Francisco, CA Los Angeles, CA Scotts Valley, CA New York, NY Pasadena, CA 
Investment Style Fundamental Fundamental Fundamental Quantitative Fundamental Fundamental 


Investment Types 
Equities ¢ REITs 


e Large,Mid, °¢ SmallCap  ¢ Large Cap e SmallCap * Small 


* Utilities Small, Micro Core, Value Value Cap 
and All Cap Growth&  ¢ Large Cap ¢ Tactical Growth 
Growth Value Core Asset 
e Mid Cap Allocation 
Core 
Fixed e Tax Advantaged ¢ Core, Core ¢ CA Muni e Tactical 
Income Plus Asset 
¢ High Quality Allocation 
High Yield 
Products 
Open-End 
Funds Jv Jv v v Jv v 
Closed-End 
Funds A Jv 
Separately 
Managed 
Accounts Jv v Jv 
Institutional v v v v 


Mutual Fund Sub-Advisory Relationships 


Harris Investment Goodwin Capital Vontobel Asset 
Management Advisers (1) Management SASCO Capital Other 
Company Assets Under 
Management at 
December 31, 2008 
($ in billions) $5.7 $2.0 $0.9 $0.4 $0.4 
Location / Date of Chicago, IL /2006 Hartford, CT / New York, NY / Fairfield, CT / Various 
Affiliation N.A. 2005 2004 
Investment Style Quantitative Multi-Sector Fundamental Quantitative Quantitative & 
Approach Fundamental 
Investment Types 
Equities ¢ Core, Growth e International ¢ Contrarian e Large-Mid 
& Value Mid Cap Cap 
e Large, Mid & Value Growth 
Small Cap ¢ Market 
Neutral 
e International 
Fixed Income ¢ Money Market ° Core & 
¢ Muni Core Plus 
¢ Government e Short, 
e Investment Intermediate 
Grade and Long- 
Duration 
e Money 
Market 
e CA Muni 


(1) Includes only those assets that Goodwin continues to manage after the spin-off under sub-advisory contracts 


with the Company. Excludes those assets directly managed by Goodwin. 


Our Investment Products 


Our assets under management are comprised of mutual fund assets (open- and closed-end), separately 
managed accounts (intermediary sponsored and private client) and institutional accounts (traditional institutional 


mandates and structured products). 


Assets Under Management By Product as of December 31, 2008 


($ in billions) 


Retail Products 


Mutual fund assets: Separately managed accounts: 


Open-end funds .............. $11.4 Intermediary sponsored....... $1.4 
Closed-end funds ............. 4.0 Private client accounts ....... 1.6 
Total mutual fund assets ....... $15.4 Total managed account assets .. $3.0 


Institutional Products 


Institutional accounts 
Structured products 


Total institutional assets 


Open-End Mutual Funds 


As of December 31, 2008, we managed 49 open-end funds, across a variety of equity and fixed income 
styles, including money market, asset allocation fund-of-funds and alternative investments, with total assets of 
$11.4 billion. As of December 31, 2008, approximately 19% of our mutual fund assets (32% excluding money 
market mutual funds) were managed by our affiliated managers. 


Our equity fund offerings encompass a number of market caps and investment styles, including large-, mid- 
and small-cap funds offered in value, core and growth styles, and including international, global, emerging 
market and sector-specific funds. Our equity funds represented $3.7 billion of our assets under management at 
December 31, 2008. Our fixed income fund offerings cover a broad range of fixed income asset classes, 
including core, multi-sector, tax-exempt and high yield. These fixed income funds represented $3.0 billion of our 
assets under management at December 31, 2008. 


We offer individual money market funds focused on corporate, tax-exempt and government securities. Our 
money market funds comprised $4.7 billion in assets under management at December 31, 2008. Our fund family 
also includes a number of asset allocation fund-of-funds, including a set of target risk funds and one that invests 
primarily in alternative investments. 


Our family of open-end mutual funds as of December 31, 2008, is comprised of the following: 


Fund Type/Name 


Alternative 


Virtus Alternative Diversifier Fund (4) .......... 
Virtus Global Infrastructure Fund .............. 
Virtus International Real Estate Securities Fund .. . 


Balanced 


Virtus Balanced Fund ............. 00.0000 005 
Virtus Income & Growth Fund ................ 
Virtus Balanced Allocation Fund .............. 


Equity 


Virtus All-Cap Growth Fund .................. 
Virtus Capital Growth Fund .................. 
Virtus Growth & Income Fund ................ 
Virtus Growth Opportunities Fund ............. 
Virtus Core Equity Fund ..................0., 
Vitrus Index Fund ..ccciyie ses angie aoree, gala es. ates 
Virtus Disciplined Small-Cap Growth Fund ...... 
Virtus Disciplined Small-Cap Opportunity Fund .. 
Virtus Disciplined Small-Cap Value Fund ....... 
Virtus Value Equity Fund .................... 
Virtus Mid-Cap Growth Fund ................. 
Virtus Mid-Cap Value Fund .................. 
Virtus Quality Small-Cap Fund ................ 
Virtus Small-Cap Growth Fund................ 
Virtus Small-Cap Sustainable Growth Fund ...... 
Virtus Small-Cap Value Fund ................. 
Virtus Small-Cap Core Fund .................. 
Virtus Strategic Growth Fund ................. 
Vitrus Value Opportunities Fund............... 


Fixed Income 


Virtus Bond Fund............ 00.00 cece eee ee 
Virtus CA Tax-Exempt Bond Fund ............. 
Virtus Core Bond Fund .................00055 
Virtus High Yield Fund ...................00. 
Virtus High Yield Income Fund ............... 
Vitrus Intermediate Government Bond Fund ..... 
Vitrus Intermediate Tax-Exempt Bond Fund ..... 
Virtus Short/Intermediate Bond Fund ........... 
Virtus Tax-Exempt Bond Fund ................ 
Virtus Institutional Bond Fund ................ 
Virtus Multi-Sector Fixed Income Fund ......... 
Virtus Multi-Sector Short Term Bond Fund ...... 
Virtus Senior Floating Rate Fund .............. 


Fund of Funds (4) 


Virtus Wealth Builder Fund................... 


International/Global 


Virtus Foreign Opportunities Fund ............. 
Virtus Emerging Markets Opportunities Fund .... 
Virtus Global Opportunities Fund .............. 


Money Market Funds 


Virtus Insight Government Money Market Fund .. 
Virtus Insight Money Market Fund ............. 
Virtus Insight Tax-Exempt Money Market Fund .. 
Virtus Money Market Fund ................... 


Total Open-end Funds ...................... 


Inception 


2005 
2004 
2007 
1998 
1995 


1975 
1940 
1997 


1986 
1975 
1997 
1997 
1996 
1996 
2001 
1996 
1997 
1996 
1975 
1997 
2006 
1994 
2006 
1997 
1996 
1995 
2005 


1996 
1983 
1987 
1980 
2002 
1997 
1996 
1996 
1996 
1983 
1989 
1992 
2008 


2003 
2003 


1990 
1997 
1960 


1988 
1988 
1988 
1980 


Assets 


($ in millions) 


$ 6 91.9 
58.0 

44.9 

89.2 
668.6 


614.0 
183.4 
54.2 


48.9 
241.4 
156.3 

21.0 

83.6 

22.5 

16.8 

71.6 

66.9 
168.3 

66.1 
364.4 

60.6 

55.1 

12.0 

67.5 

35.6 

84.1 

55.3 


161.3 
56.7 
54.0 
78.7 
35.3 
45.0 
95.7 

122.7 
92.6 
67.2 
92.0 

1,322.1 
12.4 


n/a 
n/a 


882.3 
75.1 
57.8 


658.0 
2,497.8 
1,415.5 

82.7 


$11,407.1 


Lipper Ranking (3) 
3-Year 
Advisory 3-Year Percentile Rank/Total 
Fee (1) Return (2) Rank Funds 
(%) (%) 

0.10 (4.73) 58 60/ 103 
0.65-0.55(5) 2.38 7 6/91 
1.00-0.90(5) n/a n/a n/a 

1.50 (4.61) 91 32/35 
0.75-0.65(5) (10.47) 22 42/192 
0.55-0.45(5) (3.99) 43 163 / 382 
0.70-0.60(5) (3.87) 40 151/382 

0.50 (4.48) 31 168 / 550 
0.90-0.70(5) (13.69) 89 342 / 386 
0.70-0.60(5) (13.04) 85 574 / 679 
0.75-0.65(5) (6.94) 23 167/717 
0.75-0.65(5) (12.82) 81 312 / 386 

0.70(5) (6.66) 20 144/717 

0.20 (8.09) 1 1/170 

0.75 (14.13) 719 398 / 507 

0.75 (14.81) 91 563 / 616 

0.70 (10.64) 62 164 / 264 

0.70 (6.59) 21 63 / 307 
0.80-0.70(5) (17.75) 94 491/522 

0.75 (8.42) 20 57/285 
0.90-0.80(5) n/a n/a n/a 
1.00-0.80(5) (17.20) 93 473/507 
0.90-0.80(5) n/a n/a n/a 
0.90-0.80(5) (14.38) 86 226 / 264 

0.85 (8.05) 25 156 / 616 
0.70-0.60(5) (13.94) 90 610/679 
0.75-0.65(5) (8.45) 36 112/307 

0.50 3.14 37 171 / 467 
0.45-0.35(5) 0.76 5 5/106 
0.45-0.35(5) 1.06 60 281/467 
0.65-0.55(5) (5.60) 50 198 / 396 

0.45 (5.15) 4l 162 / 396 

0.45 6.92 13 10/75 

0.45 0.14 89 132 / 148 

0.55 2.18 54 73 1 134 

0.45 0.48 23 47 / 205 
0.45-0.40(5) 0.32 69 322 / 467 
0.55-0.45(5) (4.89) 91 107/117 
0.55-0.45(5) (2.17) 90 120 / 134 
0.60-0.50(5) n/a n/a n/a 

0.10 (6.91) 12 79 / 640 

0.10 (4.65) 55 210/382 

0.85 (3.69) 8 11/141 

1.00 (1.24) 3 6/213 
0.85-0.75(5) (9.15) 30 10/33 
0.14-0.10(5) 4.07 25 37/147 
0.14-0.10(5) 4.38 12 41/338 
0.14-0.10(5) 3.05 11 13/121 
0.40-0.30(5) 3.64 52 158 / 305 


(1) Percentage of average daily net assets of each fund. 

(2) Annualized return reflects performance of the largest share class as measured by net assets. 

(3) Lipper is a nationally recognized organization that ranks the performance of mutual funds. These rankings are based on the 
fund’s total return as of December 31, 2008. Each fund is ranked within a universe of funds similar in portfolio characteristics 
and capitalization. Rankings do not include the effect of a fund’s sales load, if applicable. The lower the percentile rate, the 
better the fund’s relative performance compared to other funds in its investment category. 

(4) These funds invest in other Virtus open-end mutual funds as well as electronically traded funds (“ETFs”). The related assets of 
Virtus open-end funds are reflected in the balances of the respective funds. 

(5) These funds have breakpoints at which advisory fees decrease as assets in the funds increase. Percentages listed represent the 
range from the highest fees to the lowest fees. 


Past performance does not guarantee future results. Investment return and principal value will fluctuate so that 
shares, when redeemed, may be worth more or less than their original cost. 


Closed-End Funds 


We manage the assets of five closed-end funds as of December 31, 2008, each of which is traded on the 
New York Stock Exchange, with total assets of $4.0 billion. Closed-end funds do not continually offer to sell and 
redeem their shares; rather, daily liquidity is provided by the ability to trade the shares of these funds at prices 
that may be above or below the shares’ net asset value. Our closed-end products include utility, municipal and 
corporate taxable and tax-exempt bonds and tactical asset allocation strategies provided by two of our affiliated 
managers. 


Our family of closed-end funds as of December 31, 2008, is comprised of the following: 


Advisory 

Fund Type/Name Assets Fee 

($ in millions) 
Balanced 
Zweig Lotal Retutn. 42546208 i224 endteaeeaeeearawand ses $ 458.8 0.70%(1) 
DNP Select Income Fund Inc. ................. 0000 e eee ee 2,547.5 0.60-0.50(2) 
Equity 
ZWele: FUNG © sie eiti dn Sides yaw rhs ane ea where Goes eee whats 322.3 0.85(1) 
Fixed 
DTF Tax-Free Income Inc. ......... 20.0.0... ce eee 185.2 0.50(3) 
Duff & Phelps Utility and Corporate Bond Trust Inc........... 477.5 0.50(3) 
Total Closed-End Funds ............... 0000: c eee eeueas $3,991.2 


(1) Percentage of average daily net assets of each fund. 

(2) Percentage of average weekly net assets. This fund has breakpoints at which advisory fees decrease as assets 
in the fund increase. Percentages listed represent the range from the highest fee to the lowest fee. 

(3) Percentage of average weekly managed assets. 


Separately Managed Accounts 


Separately managed accounts are individually owned portfolios that are managed by an investment manager 
in exchange for fees paid by the investor. Separately managed accounts include broker-dealer sponsored 
programs, whereby an intermediary assists individuals in identifying their investment objectives and hires 
investment managers that have been approved by the broker-dealer to fulfill those objectives; and, private client 
accounts that are accounts of high net worth individuals who are direct clients of our affiliates. Intermediary 
sponsored programs and private client account assets totaled $3.0 billion at December 31, 2008. 


Institutional Accounts 


We offer a variety of equity, fixed income and real estate investment trust strategies to institutional clients, 
including corporations, multi-employer retirement funds and foundations, endowments and special purpose 
funds. We also include in our institutional products investment management services to certain funds available to 
purchasers of variable life and variable annuity products, of which we managed $0.3 billion as of December 31, 
2008. Our institutional assets under management totaled $3.1 billion as of December 31, 2008. 


As of December 31, 2008, we managed $0.8 billion of structured finance products. The Company acts as the 
collateral manager for collateralized loan obligations and collateralized debt obligations (“CLOs” and “CDOs,” 
respectively.) Fees consist of both senior management fees and subordinated management fees. Senior 
management fees on the CLOs and CDOs are calculated at a contractual fee rate applied against the current par 
value of the total collateral being managed. Subordinated management fees, also calculated against the current 
par value of the total collateral being managed, are recognized only after certain portfolio criteria, such as interest 
coverage and asset over-collateralization levels, are met. The underlying collateral is primarily comprised of high 
yield, asset-backed and mortgage-backed securities and loans. The Company has no financial or operational 
obligations with respect to the underlying performance of the collateral. The Company is no longer actively 
seeking opportunities as collateral manager for structured finance products. Recent market conditions have 
contributed to a continued reduction in structured finance product assets under management which were $0.8 
billion at December 31, 2008 compared to $3.3 billion at December 31, 2007. The Company is also the advisor 
for $0.2 billion of structured finance product assets managed by Goodwin. Management fees for structured 
finance products were $5.0 million in 2008 compared to $8.1 million in the prior year. These fees in 2008 
represented 3.9% of total management fees and were comprised of $3.5 million from senior management fees 
and $1.5 million from subordinate management fees from its management activities. If values of the underlying 
collateral deteriorate further, however, this could impact the ability of the Company to collect its subordinated 
management fees. In addition, in certain circumstances, the equity investors in our CDOs or CLOs can trigger a 
redemption and liquidation prior to the maturity date. 


Our Investment Management, Administration and Transfer Agent Fees 


Our net investment management fees, administration fees and net transfer agent fees earned in each of the 
last three years were as follows: 


Years Ended December 31, 
2008 2007 2006 
($ in millions) 
Investment management fees 
Open-end funds 2.452 32502 sep ene eee Gae ed nee wee ade oe isn $ 47.0 $58.7 §$ 52.7 
Closed-end funds 1.1... 0... 0... cece eee 24.1 26.2 23:5 
Separately managed accounts .............. 00.0000 e eee eee 21.1 29.5 35.7 
Institutional products ...... 00... 2. eee eee ALT 31.0 40.1 
Total investment management fees (1) .................. 113.9 145.4 152.0 
Administration T€€S: vives a ade stand dou e edie ch edleerad exe oak 12.5 15.0 12.2 
‘Transfer agent tees ecient aut peda oe ae as Save ab eek es bales 4.4 6.3 5.3 
OCA os ica Fa Amie weeds a dle) eS a Godly 2c Gude an, weal @ dy eck degl Meee ieee $130.8 $166.7 $169.7 


(1) Excludes $13.7 million, $13.6 million and $12.0 million of Goodwin investment management fees for the 
years ended December 31, 2008, 2007 and 2006, respectively. Amounts have been excluded as these fees 
earned by Goodwin will no longer be earned by the Company post spin-off. 


We provide investment management services to funds and accounts pursuant to investment management 
agreements. With respect to open-end funds and closed-end funds, we receive fees based on each fund’s average 
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daily or weekly net assets. For our open-end mutual funds, the gross management fees range from 0.10% to 
1.50% of average assets under management, depending on the type of fund. Most fee schedules provide for rate 
declines as asset levels increase to certain thresholds. For those funds for which we have sub-advisory 
agreements, the sub-advisors receive a portfolio management fee based on the percentage of the aggregate 
amount of average daily net assets in the funds they sub-advise. Fees earned on closed-end funds range from 
0.50% to 0.85% of total net assets. For separately managed accounts and institutional accounts, we generally 
receive fees based on the value of the assets managed on a particular date, such as the last day of a previous 
quarter. For separately managed accounts and institutional accounts, fees are negotiated and are based primarily 
on asset size, portfolio complexity and individual client requests, and range from 0.15% to 1.00% for equity 
strategies and from 0.08% to 0.50% for fixed income strategies. 


We provide fund administration services to our open-end funds, certain of the closed-end funds, and certain 
funds sponsored by PNX. As provided in arrangements with these funds, VP Distributors Inc. (“WPD”, formerly 
Phoenix Equity Planning Corporation or PEPCO) provides administrative services, such as recordkeeping and 
preparing and filing documents required to comply with federal and state securities laws. 


Additionally, we act as transfer and dividend disbursing agent for our open-end funds. As such, VPD is 
responsible for handling orders and related transactions regarding shares of our mutual funds. 


Our Mutual Fund Investment Management, Administration and Transfer Agent Agreements 


Each of our mutual funds has entered into an investment management agreement with a Company advisory 
subsidiary (each, an “Adviser’”). Although specific terms of agreements vary, the basic terms are similar. 
Pursuant to the agreements, the Adviser provides overall management services to a fund, subject to supervision 
by the fund’s board of directors. The investment management agreements are approved initially by fund 
shareholders and must be approved annually by each fund’s board of directors, including a majority of the 
directors who are not “interested persons” of the Adviser. Agreements may be terminated by either party upon 60 
days’ written notice, and may terminate automatically in certain situations, for example, a “change in control” of 
the Adviser. In arrangements where our funds are managed by a sub-advisor, the agreement calls for the 
sub-advisor to manage the day-to-day operations of the funds portfolio. 


Each fund bears all expenses associated with its operations, including the costs associated with the issuance 
and redemption of securities, where applicable. The funds do not bear compensation expenses of directors or 
officers of the fund who are employed by the Company or its subsidiaries. In some cases, to the extent certain 
enumerated expenses exceed a specified percentage of a fund’s or a portfolio’s average net assets for a given 
year, the Adviser may absorb such excess through a reduction in the management fee. 


VPD is the administrative agent of each fund. As such, subject to the oversight of the funds’ trustees or 
directors, VPD is responsible for managing the business affairs of our mutual funds. Administrative services 
include recordkeeping, preparing and filing documents required to comply with federal and state securities laws, 
legal administration and compliance services, supervising the activities of the funds’ other service providers, 
providing assistance with fund shareholder meetings, as well as providing office space, equipment and personnel 
that may be necessary for managing and administering the business affairs of the funds. 


VPD is the transfer agent of each fund. As such, VPD is responsible for handling orders for shares of our 
mutual funds. Transfer agent services include receiving and processing orders for purchases, exchanges and 
redemptions of fund shares; conveying payments; maintaining shareholder accounts; preparing shareholder 
meeting lists; mailing, receiving and tabulating proxies; mailing shareholder reports and prospectuses; 
withholding taxes on shareholder accounts; preparing and filing required forms for dividends and distributions; 
preparing and mailing confirmation forms, statements of account and activity statements; and providing 
shareholder account information. 


Our Distribution Services 


Our principal retail marketing strategy is to distribute funds and separately managed accounts through 
financial intermediaries to individuals. We have broad access in this marketplace, with distribution partners that 
include national and regional broker-dealers, independent broker-dealers and independent financial advisory 
firms. We support these distribution partners with a team of regional sales professionals (“wholesalers”), a 
national account relationship group and separate teams for the retirement market and the registered investment 
advisory market. Our sales and marketing professionals serve as a resource to financial advisors seeking to help 
clients address wealth management issues and support the marketing of our products and services tailored to this 
marketplace. 


We also commit significant resources to serving high-net-worth clients who access investment advice 
outside of traditional retail broker-dealer channels. Specialized teams at our affiliates develop relationships in 
this market and deal directly with these clients. 


Our institutional distribution strategy combines both a coordinated and partner-centric model. Our product 
specialists, who are part of the portfolio management teams at our affiliated managers, team with sales 
generalists and consultant relationship personnel, representing all of our investment strategies. Through 
relationships with consultants, they target key market segments, including foundations and endowments, 
corporate, public and private pension plans. 


Our Broker-Dealer Services 


VPD, a broker-dealer registered under the Securities Exchange Act of 1934, serves as principal underwriter 
and national wholesale distributor of our open-end mutual funds and managed accounts. Mutual fund shares are 
distributed by VPD under sales agreements with unaffiliated national and regional broker-dealers and financial 
institutions. VPD also markets advisory services of affiliated asset managers to sponsors of managed account 
programs. 


Our Competition 


We face significant competition from a wide variety of financial institutions, including other asset 
management companies, as well as from proprietary products offered by our distribution sources such as banks, 
broker-dealers and financial planning firms. Competition in our businesses is based on several factors including 
investment performance, access to distribution channels, service to advisors and their clients, and fees charged. 
Our competitors, many of which are larger than we are, often offer similar products, use similar distribution 
sources, offer less expensive products, have greater access to key distribution channels and have greater 
resources than us. 


Our Regulatory Matters 


We are subject to regulation by the Securities and Exchange Commission (“SEC”), Financial Industry 
Regulatory Authority (“FINRA”) and other federal and state agencies and self-regulatory organizations. Each 
advisor, including unaffiliated sub-advisors, is registered with the SEC under the Investment Advisers Act. Each 
closed-end fund, open-end fund and defined portfolio is registered with the SEC under the Investment Company 
Act of 1940. VPD is registered with the SEC under the Securities Exchange Act of 1934 and is a member of 
FINRA. 


The financial services industry is one of the most highly regulated in the United States and failure to comply 
with related laws and regulations can result in the revocation of registrations, the imposition of censures or fines, 
and the suspension or expulsion of a firm and/or its employees from the industry. All of our funds currently 
available for sale are qualified in all 50 states, Washington, D.C., Puerto Rico and the U.S. Virgin Islands. Most 
aspects of our investment management business, including the business of the sub-advisors, are subject to various 
federal and state laws and regulations. 
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Our officers, directors, and employees may, from time to time, own securities that are also held by one or 
more of our funds. Our internal policies with respect to personal investments are established pursuant to the 
provisions of the Investment Company Act and/or the Investment Advisers Act. Employees, officers and 
directors who, in the function of their responsibilities, meet the requirements of the Investment Company Act or 
Investment Advisers Act, or of FINRA regulations, must disclose personal securities holdings and trading 
activity. Those employees, officers and directors with investment discretion and access to investment decisions 
are subject to additional restrictions with respect to the pre-clearance of the purchase or sale of securities over 
which they have investment discretion or beneficial interest. Other restrictions are imposed upon access persons 
with respect to personal transactions in securities held, recently sold or contemplated for purchase by the 
Company’s open-end and closed-end funds. All access persons are required to report holdings and transactions 
on an annual and quarterly basis pursuant to the provisions of the Investment Company Act and Investment 
Advisers Act. In addition, certain transactions are restricted so as to seek to avoid the possibility of improper use 
of information relating to the management of client accounts. 


Our Employees 


As of December 31, 2008, we had approximately 300 full time equivalent employees. None of our 
employees is a union member. We consider our relations with our employees to be good. 


Executive Officers 


The following table sets forth certain information regarding the executive officers of the Company as of 
March 26, 2008: 


Name Age Position 

George R. Aylward ............. 00.00.0000 000 44 President, Chief Executive Officer and Director 

Michael A. Angerthal 2.4.3. ccc sex:gacccacgpacecs se eee earners 41 Executive Vice President, Chief Financial Officer 
and Treasurer 

Nancy G, Curtiss: csi. scene gies alae cbs ae ee, dette 55 Executive Vice President, Head of Operations 

J. Steven Néamtz « a204d scien skies gy bee cele 49 Executive Vice President, Head of Retail 
Distribution 

Francis G. Waltman .......... 0.0.0... ccc eee eee 46 Executive Vice President, Head of Product 
Management 


Mr. Aylward is the Company’s President, Chief Executive Officer and Director. Mr. Aylward served as 
President, Asset Management, and Senior Executive Vice President of PNX from February 2007 through 
December 2008. He has also served as President of the Company since November 6, 2006. Mr. Aylward also 
served as Senior Vice President and Chief Operating Officer, Asset Management, of PNX from 2004 through 
2006, and as Chief of Staff to the CEO of PNX, from 2002 through 2004. Mr. Aylward joined Phoenix in 1996 
and served in several senior financial positions in its Asset Management business prior to 2002. Mr. Aylward is 
also President and Trustee (2006-present) of the Virtus Mutual Funds Family after having been Executive Vice 
President (2004-2006) and serves as Chairman, President and Chief Executive Officer of The Zweig Fund, Inc. 
and The Zweig Total Return Fund, Inc. (2006-present). 


Mr. Angerthal is our Executive Vice President, Chief Financial Officer and Treasurer. Mr. Angerthal also 
serves as our principal accounting officer. Mr. Angerthal joined the Company on October 6, 2008. Prior to 
joining the Company, Mr. Angerthal had been the Chief Financial Officer of CBRE Realty Finance from 2005 to 
2008. Prior to that, he held several positions with GE Corporation from 1996 to 2005. From 2002 to 2005, he 
served as Manager, Financial Planning & Analysis of GE Real Estate; from 1999 to 2002, he served as Staff 
Analyst, Investor Relations of GE Capital Corp.; and from 1996 to 1999, he served as Director, Finance of NBC. 
Prior to GE, he was a manager of business assurance in the audit practice of Coopers & Lybrand in New York. 
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Ms. Curtiss is our Executive Vice President, Operations. Ms. Curtiss is responsible for operations, mutual 
fund transfer agency and shareholder servicing. She has been associated with the Company in various capacities 
since 1987. She most recently served as Treasurer and Chief Financial Officer for the Company’s mutual funds, 
and managed PNX’s mutual fund accounting and administration. She has 28 years experience in the asset 
management and financial services business, including financial planning, asset/liability management, 
performance measurement, internal controls and product development, including 11 years specifically in the 
mutual funds business. 


Mr. Neamtz is Executive Vice President, Retail Distribution, and had the same role with PNX since he 
joined the firm in December 2007 to direct the retail distribution efforts for PNX’s family of mutual funds and its 
separately managed account offerings. Prior to joining PNX, Mr. Neamtz had been Managing Partner of 
Ridgeline Capital, LLC from 2006 to 2007 with responsibility for business management. Prior to that, he held 
several positions with AIG SunAmerica, Inc. From 1996 to 2006, he served as Chief Executive Officer and 
Director of AIG SunAmerica Capital Services, Inc., a subsidiary of AIG SunAmerica that distributes annuities, 
mutual funds and asset management products, and as Executive Vice President and Director of AIG SunAmerica 
Asset Management, Inc. 


Mr. Waltman is Executive Vice President, Product Management, and has had the same role at the Company 
since July 28, 2008. From January 2008 to July 2008, Mr. Waltman was Vice President, Head of Investment 
Product at Prudential Retirement. Prior to that, he held several positions at the Company, including Senior Vice 
President, Product Development and Management from February 2006 to December 2007, Vice President, 
Product Development and Management from January 2005 to February 2006, Chief Administrative Officer from 
August 2003 to December 2004 and Second Vice President from October 2002 to August 2003. Mr. Waltman 
first joined the Company in August 1990. Mr. Waltman currently serves as Senior Vice President for numerous 
trusts and mutual funds sponsored by the Company. 


Equity Investment 


Pursuant to an Investment and Contribution Agreement dated October 30, 2008, among PNX, Phoenix 
Investment Management Company (“PIM”), the Company, and Harris Bankcorp (the “Investment Agreement’), 
the Company authorized the sale of 9,783 shares of our Series A Preferred Stock to Harris Bankcorp. On 
October 31, 2008, PIM sold Harris Bankcorp 9,783 shares of our Series A Preferred Stock owned by it for a 
nominal amount. In connection with the proposed spin-off, on December 31, 2008, Harris Bankcorp and PIM 
exchanged the 9,783 shares of Series A Preferred Stock for an equal number of shares of our Series B 
Convertible Preferred Stock (the “Series B”’). PIM then sold an additional 35,217 shares of our Series B to Harris 
Bankcorp for an aggregate purchase price of $35.0 million. 


As a result, Harris Bankcorp currently holds 45,000 shares of our Series B. The Series B is initially 
convertible into approximately 23% of our fully diluted common stock. As a condition of the investment 
agreement, Harris Bankcorp has the right to nominate one director to our board of directors, so long as it 
beneficially owns at least 10% of our common stock (including shares issuable on the conversion of our Series 
B). Additionally, so long as at least 66-2/3% of the Series B initially sold to Harris Bankcorp remains 
outstanding, the holders of a majority of the then outstanding shares of Series B have the right to elect one 
director to our board of directors. In the event that Harris Bankcorp exercises the additional financing right 
described under “Management’s Discussion and Analysis of Financial Condition and Results of Operations — 
Series B Convertible Preferred Stock,” and, as a result, beneficially owned in excess of 33% of our outstanding 
common stock (including shares issuable on the conversion of our Series B), it would have the right to appoint 
one additional director to our Board, subject to regulatory considerations. 


The Series B ranks senior to our common stock and to any class or series of stock of the Company that we 
may issue in the future unless the terms of such stock expressly provides otherwise, and ranks junior to our 


existing and future indebtedness and liabilities. 
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For additional information on the terms of the Series B and Harris Bankcorp’s rights under the Investment 
Agreement, see “Management’s Discussion and Analysis of Financial Condition and Results of Operations — 
Series B Convertible Preferred Stock”. 


Available Information 


The Company’s annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, 
and all amendments to these reports filed or furnished pursuant to Section 13(a) of 15(d) of the Securities 
Exchange Act of 1934, will be available free of charge on the Company’s website located at www.virtus.com as 
soon as reasonably practicable after they are filed with or furnished to the SEC. These reports are also available 
at the SEC’s website at www.sec.gov. 


A copy of the Company’s Corporate Governance Principles, its Code of Conduct, and the charters of the 
Audit Committee, the Compensation Committee and the Governance Committee are posted on the Company’s 
website, www.virtus.com, under “Investor Relations,” and are available in print to any person who requests 
copies by contacting Investor Relations by email to: corporate.secretary @ virtus.com or by mail to Virtus 
Investment Partners, Inc., c/o Corporate Secretary, 100 Pearl Street, Hartford, CT 06103. Information contained 
on the website is not incorporated by reference or otherwise considered part of this document. 
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Item 1A. Risk Factors 


You should carefully consider the risks described below, together with all of the other information included 
in this Annual Report, in evaluating the Company and our common stock. If any of the risks described below 
actually occurs, our business, financial results, financial condition and stock price could be materially adversely 


affected. 


Risk Factor Related to the Current Market Environment 


Recent market and economic developments may materially and adversely affect our business, revenues, earnings, 
sales, assets under management, liquidity, financial condition and results of operations. 


Financial markets have experienced unprecedented credit and liquidity issues as well as volatility and 
declines in the equity markets. Credit markets have suffered significantly, with many lenders and institutional 
investors reducing, and in some cases, ceasing to provide funding to borrowers, including other financial 
institutions. Additionally, concerns over increasing unemployment, fluctuating inflation and energy costs have 
contributed to diminished expectations for the economy and the financial markets going forward. These factors, 
combined with declining business and consumer confidence and increased unemployment, have precipitated an 
economic slowdown and fears of a deep and prolonged recession. As a result, there has been a severe impact on 
the global financial markets and economies. 


This economic environment has had a direct impact on the actions of both retail and institutional investors. 
The continued erosion of the equity and fixed income markets has materially and adversely impacted our assets 
under management, which has resulted in lower fee revenues. Although it is not possible to predict how long this 
economic downturn will continue, it has, and will continue to have, a direct adverse impact on our financial 
results. 


Asset managers, including the Company, have also experienced decreased investment inflows and an 
increase in redemptions of certain products, which creates further pressure on our net income and liquidity. 


It is difficult to predict which aspects of our products and/or business will be adversely affected. However, 
the resulting lack of available credit, lack of confidence in the financial sector, increased volatility in the 
financial and capital markets and reduced business activity materially and adversely affects us. Recent market 
and economic developments have affected, or have the potential to affect, us adversely by: 


e reducing the value of the assets we manage, which has resulted in, and will continue to result in, lower 
fee revenues; 


* impacting the returns and attractiveness of our investment products, which has caused and may 
continue to cause existing clients to withdraw assets and diminish our ability to attract assets from new 
and existing clients, which would result in lower sales and fee revenues; 


* causing a change in the mix of our assets under management to lower margin products; 


e exacerbating the conditions which caused us to recognize impairments of goodwill and intangible 
assets during the year ended December 31, 2008, which may lead to future impairments; 


¢ reducing or eliminating our ability to obtain refinancing for our existing $20.0 million loan and for our 
future cash requirements; 


¢ increasing the risk of not complying with debt covenants; 


* increasing competition from competitors that may be larger than we are and have more resources than 
we do; 


e affecting the access to, and reliability of, our intermediary distribution channels and service providers, 
which could adversely affect our sales, redemptions and business operations; 
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* causing regulators to change laws and regulations that affect us, which may result in greater 
compliance costs and restrictions on our ability to do business; 


* encouraging litigation, arbitration and regulatory action in response to the increased frequency and 
magnitude of investment losses, which may result in unfavorable judgments, awards and settlements, 
regulatory fines and an increase in our related legal expenses; 


¢ increasing the difficulty of performing administrative functions such as determining the value of assets 
we manage, which may affect our service levels and our ability to retain existing clients or attract new 
clients; 


e damaging our reputation indirectly by association with the industries most seriously affected by market 
and economic developments, or directly due to a decline in investment performance or service levels, 
which may affect our ability to retain existing clients or attract new clients; 


e damaging our reputation due to the inability of investors to redeem auction rate preferred securities due 
to the recent failures of such remarketing auctions caused by illiquidity in the auction rate preferred 
market, which previously provided investment liquidity to certain of our closed-end funds; and 


e damaging our reputation or creating pressure to contribute capital to certain of our money market funds 
should these funds become at risk of falling below a $1.00 net asset value, referred to as “breaking the 
buck,” due to illiquidity in the money markets or credit-related impairments of their holdings. 


Any of these negative effects may materially and adversely affect our business, revenues, earnings, sales, 
assets under management, liquidity, financial condition and results of operations. 


Risk Factors Relating to Our Business 
There are significant risks associated with our operation as a stand-alone public company. 


Prior to December 31, 2008, we were an indirect majority-owned subsidiary of PNX. Following our 
December 31, 2008 spin-off from PNX, PNX no longer has any ownership interest in our Company. 


Historically, as part of the PNX affiliated group, we had access to short-term and long-term credit, and 
services provided to affiliates within the PNX affiliated group. As a stand-alone public company, we have had to 
establish all of our own services, systems and controls and have been seeking to establish separate credit 
arrangements. While we have established our own separate services, operations and controls, as a stand-alone 
company we may encounter significant and unexpected difficulties and issues and may incur significant 
additional costs which we had neither expected nor planned. 


Prior to our spin-off, we were part of the internal control environment of PNX, with internal controls over 
financial reporting established as part of the overall PNX internal control environment. As a stand-alone public 
company, we are in the process of assessing, modifying and implementing our own internal control environment. 
In connection with the audits of our financial statements for the year ended December 31, 2008, both we and our 
independent registered accounting firm identified significant deficiencies and material weaknesses with respect 
to our internal controls over financial reporting. See Item 9A Controls and Procedures for more information. 
Pursuant to the Sarbanes Oxley Act of 2002, we will be required to separately report on our internal control over 
financial reporting commencing with our Annual Report on Form 10-K for the year ended December 31, 2009. 
There can be no assurance that as part of that process, or otherwise, we may not identify one or more material 
weaknesses in our internal control over financial reporting as a separate, independent company, for which we 
would need to implement new or improved controls and remediation. We cannot provide assurance that these 
controls, procedures, policies and systems will adequately address and effectively mitigate all risks inherent in 
our business and operations. 
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Our historical consolidated financial information is not necessarily representative of the results we would have 
achieved as a stand-alone company and may not be a reliable indicator of our future results. 


Our historical consolidated financial information included in this Annual Report does not reflect the 
financial condition, results of operations or cash flows we would have achieved as a stand-alone company during 
the periods presented or those we will achieve in the future. This is primarily a result of the following: 


¢ our historical financial information reflects the assets and business of Goodwin; however, the Goodwin 
assets and business are no longer part of the Company following the distribution; 


* our historical financial results reflect allocations of corporate expenses from PNX, which may be 
different than the comparable expenses we would have actually incurred in prior years or will incur as a 
stand-alone company; 


* our cost of debt and our capitalization are different from that reflected in our historical consolidated 
financial statements; and 


¢ significant changes have occurred and will continue to occur in our cost structure, management, 
financing and business operations as a result of our separation from PNX, including additional costs for 
us to establish our new operating infrastructure. Such costs include, but are not limited to, (i) additional 
employees required to perform tasks previously handled by PNX, (ii) a new board of directors for our 
company, (iii) standalone insurance coverage, (iv) standalone audit, legal and other professional 
services and costs and (v) costs associated with standalone SEC reporting and compliance. 


Our separation from PNX could potentially increase our U.S. federal income tax expense by, among other things, 
reducing or eliminating our net operating loss carryforwards and other income tax benefits generated by our 
business over its history. 


Due to the separation, we will no longer file a consolidated U.S. federal income tax return with PNX for 
years beginning after December 31, 2008. As a result, the Company and PNX will no longer be able to offset one 
another’s net operating and capital gains with net operating and capital losses to the extent otherwise available. In 
connection with the spin-off, the Company entered into a tax separation agreement with PNX on December 18, 
2008, as amended on April 8, 2009. PNX has historically filed consolidated federal income tax returns, which 
included Virtus as a wholly owned subsidiary. At December 31, 2008, excluding the impact of the valuation 
allowance, deferred tax assets of $112.5 million are recorded in the Company’s financial statements, attributable 
primarily to the tax basis in excess of financial reporting basis in certain Company intangibles that will be 
retained by the Company in connection with the terms of the tax separation agreement, as amended. The final 
election to allocate federal income tax attributes is expected to be made by PNX upon the filing of its 
consolidated federal income tax return for the year ended December 31, 2008, which is due to be filed on or 
before September 15, 2009. The tax separation agreement, as amended, provides that PNX will make specific 
elections and waivers intended to preserve the Company’s tax basis in intangible assets. In the event that some or 
all of the tax attributes the Company expects to retain are ultimately not available to the Company, it would 
reduce or eliminate a portion of these deferred tax assets. 


Poor investment performance of our products could adversely affect our assets under management, sales, 
revenues and earnings. 


The securities markets can be volatile and have recently experienced periods of substantial declines. There 
are several ways in which market declines and volatility have affected, and have the potential to affect, us 
negatively, including: 


¢ limiting our fee revenues by reducing the value of the assets we manage; 
e decreasing sales of our investment products; 


* causing existing clients to withdraw assets from our managed investment products, which would result 
in lower fee revenues; and 


e increasing the risk of litigation, claims and regulatory action. 
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Net flows related to our asset management strategies can also be affected by investment performance 
relative to other asset management companies. Our asset management strategies are rated or ranked by 
independent third parties and individual distribution partners, and many industry periodicals and services provide 
assessments of the relative performance of our strategies. These assessments often affect the investment 
decisions of customers. If the relative performance or assessments of our strategies decline materially, the assets 
under management related to these strategies may decrease as customers select strategies with better 
performance. 


Future periods of poor securities markets or relative performance would have an adverse effect on our assets 
under management, sales, revenues, the carrying value of our goodwill or intangible assets, and earnings. 


We must satisfy financial covenants under our existing or any future financing arrangements. 


In connection with the spin-off, the Company entered into a new secured loan agreement with Phoenix Life 
Insurance Company (“Phoenix Life”), as lender and the Company as borrower (the “Phoenix Loan Agreement’). 
Under the Phoenix Loan Agreement, the Company must maintain certain financial covenants. A summary of 
these financial covenants is included in this report under ““Management’s Discussion and Analysis of Financial 
Condition and Results of Operations.” The terms of this loan required the Company to maintain a minimum net 
worth of $135.0 million. At December 31, 2008, we would not have been in compliance with this covenant as a 
result of our $127.1 million fourth quarter pre-tax non-cash impairment charge related to goodwill and intangible 
assets recorded on December 31, 2008, the date of our spin-off transaction. On March 31, 2009, the Company 
and PNX amended the loan agreement to decrease the minimum net worth covenant from $135.0 million to $50.0 
million, effective as of December 31, 2008. There can be no assurance that at all times in the future we will 
satisfy all such covenants or obtain any required waiver or amendment, in which event the loan could become 
immediately due. In addition, if the Company enters into a new financing arrangement, it will likely have debt 
covenants. If the Company was not able to maintain compliance with such covenants, the Company could be 
subject to accelerated payment of the debt. 


We may be unable to refinance our existing loan agreement or obtain other necessary financing for our other 
future cash needs. 


Global credit markets and the financial services industry have been experiencing a period of unprecedented 
turmoil, and these events have adversely impacted the availability and cost of credit. The Company has been 
seeking to obtain financing to retire the remainder of its secured debt obligation to Phoenix Life, and for other 
future cash needs. Potential types of financing arrangements could include secured or unsecured credit facilities, 
lines of credit, or other bank financing arrangements. Given the continued weakness in the credit markets, and 
our limited operating history as a stand-alone independent company, there can be no assurance that we will 
obtain such financing on satisfactory terms, or on terms as favorable as those historically available from PNX. 


In the event we are unable to obtain such new or replacement financing, we would rely upon our existing 
working capital and our cash flows from operations to satisfy our ongoing cash needs for our operations, 
including our obligations under the outstanding Phoenix Life loan and our payment of preferred stock dividends. 
There can be no assurance that such existing and future cash resources will be sufficient at all times for our 
operations and if not sufficient at any time, we may be required to reduce our costs, curtail certain of our 
operations or consider equity financing or other strategic initiatives. 


Assuming we obtain new or replacement financing, we would expect that the financing arrangement would 
include significant financial and other covenants. The existing difficult economic environment, which we expect 
to continue and which could deteriorate further, is expected to continue to impact our business and financial 
results. As a result, there can be no assurance that the Company would at all times satisfy all financial and other 
covenants under any new or replacement financing. 
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Any decrease in revenues would likely impact our margins due to our non-variable expenses. 


A decline in revenues due to decreases in value of our assets under management or an adverse change in the 
composition of our assets under management may also disproportionately impact our operating margins since 
certain of our overhead and other costs are not variable and would take a period of time to reduce relative to any 
decrease in revenues. 


Our business operations, investment returns and profitability could be adversely impacted by inadequate 
performance of third-party relationships. 


We are dependent on certain third-party relationships to maintain essential business operations. These 
services include, but are not limited to, information technology infrastructure, application systems support, 
mutual fund and investment accounting services, transfer agent and cash management services, custodial 
services, records storage management, backup tape management, security pricing services, payroll, legal and 
employee benefit programs. In addition, we maintain contractual relationships with certain investment 
management firms to sub-advise some of our portfolios. 


We periodically negotiate provisions and renewals of these relationships and there can be no assurance that 
such terms will remain acceptable to such third parties or us. An interruption in our continuing relationship with 
certain of these third parties or any material delay or inability to deliver essential and any other contracted 
services could materially affect our business operations and potentially adversely affect our profitability. 


Clients can withdraw assets from our management for a variety of reasons, which could lead to a decrease in our 
revenues and earnings. 


Generally, our clients can terminate their relationships with us or our distribution partners at will or on 
relatively short notice. They can also reduce the aggregate amount of assets we manage for them or shift their 
investments to lower fee products that we manage for various reasons, including investment performance, 
changes in investment preferences, changes in reputation in the marketplace, changes in client management or 
ownership, loss of key investment management personnel and financial market performance. In declining 
markets, the pace of mutual fund redemptions and withdrawals of assets from other accounts could accelerate. 
Poor performance relative to other asset management firms may result in decreased purchases of fund shares, 
increased redemptions of fund shares, and the loss of institutional or individual accounts. A reduction in the 
assets we manage, and the associated decrease in revenues and earnings, could have a material adverse effect on 
our business. 


Our separation from PNX could adversely affect our business and profitability due to the loss of PNX’s brand 
and reputation. 


AS a majority-owned subsidiary of PNX, we marketed certain of our products and services using the 
“Phoenix” brand name and logo. While prior to the distribution we had already begun to market and build 
awareness of our new name and brand, our name change to Virtus could potentially adversely affect our ability to 
attract and retain customers and their investments, which, if it were to occur, could result in asset outflows or 
reduced sales of our mutual funds and other investment products. Further, developing broad name recognition 
can be expected to take significant time and effort. As the spin-off occurred at the end of 2008, we cannot as yet 
predict the longer-term effect that our separation from PNX will have on our business, customers, sub-advisors, 
distribution partners or employees. 


As with all asset management businesses, we are subject to reputational risk. 


As with other asset management firms, our reputation is an important asset to us and any potential issues, 
events or other matters which might negatively impact our reputation or perception among our customers could 
adversely affect our assets under management and financial results. The unprecedented volatility in the capital 
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and financial markets over the past twelve months, which has resulted in the substantial decline in asset values, 
impacts the asset management industry as a whole as well as customer perceptions. Further, any issues specific to 
our Company, such as any noncompliance with any of the legal and regulatory requirements to which our 
business is subject, or any customer dissatisfaction or claim, could also potentially impact our reputation among 
customers, which may adversely impact our assets under management and financial results. 


The agreements with PNX may involve, or may appear to involve, conflicts of interest and may not have the same 
terms as arms length agreements. 


Because the spin-off involved the separation of PNX’s existing businesses into two independent companies, 
we entered into certain agreements with PNX to provide a framework for our initial relationship with PNX 
following the spin-off. These agreements were established by PNX while we were still an indirect wholly-owned 
subsidiary of PNX. Accordingly, prior to the spin-off, our officers were employees or officers of PNX or its 
subsidiaries and, as such, had an obligation to serve the interests of PNX and its subsidiaries. As a result, the 
agreements with PNX were under the control of PNX and may not be the same agreements entered into on an 
arm’s length basis. 


In addition, we and PNX have mutual rights and obligations related to these and other agreements entered 
into prior to or in connection with our spin-off. In the event for any reason PNX is unable or unwilling to meet its 
obligations under these agreements, our business, financial position or results of operations may be materially 
adversely affected. 


We might be unable to attract or retain employees who are integral to our business. 


The success of our business is dependent to a large extent on our ability to attract and retain key employees. 
Competition in the job market for professionals such as our senior executives, heads of our various business 
units, our portfolio managers, securities analysts and sales personnel is generally intense. Most of our employees 
are not subject to employment contracts or non-compete agreements. Any inability to retain our key employees, 
or to attract and retain additional qualified employees, could have a negative impact on our business. 


In addition, because the success of our business depends upon our key personnel, our ability to prepare in 
advance for and to respond to any unexpected management changes will be important for the success of our 
business. Any inability or delay by us in replacing any of our key management positions that may become vacant 
could negatively impact our management team and future business operations and results. 


The independent trustees or directors of our mutual funds and closed-end funds, intermediary program sponsors, 
managed account clients and institutional asset management clients could terminate their contracts with us. This 
would reduce our revenues and earnings. 


Each of the mutual funds and closed-end funds for which we act as investment advisor or sub-advisor is 
registered under the Investment Company Act of 1940 (the “Investment Company Act’) and is governed by a 
board of trustees or board of directors. Each fund’s contract is renewed annually by the fund’s board. Either the 
board members or, in limited circumstances, the stockholders may terminate an advisory contract with us and 
move the assets to another investment advisor. The board members also may deem it to be in the best interests of 
a fund’s stockholders to make other decisions adverse to us, such as reducing the compensation paid to us, 
requesting that we subsidize fund expenses over certain thresholds or imposing restrictions on our management 
of the fund. 


Our asset management agreements with intermediary program sponsors, private clients and institutional 
clients are generally terminable by these sponsors and clients upon short notice without penalty. As a result, there 
would be little impediment to these sponsors or clients terminating our agreements if they became dissatisfied 
with our performance. 
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The termination of any of the above agreements relating to a material portion of assets under management 
would adversely affect our investment management fee revenues and earnings and could possibly require us to 
take a charge to earnings as a result of the impairment of the goodwill or intangible assets associated with our 
asset managers. 


Goodwill or intangible assets could become further impaired requiring a charge to earnings in the event of 
significant market declines, net outflows of assets or losses of investment management contracts. 


At December 31, 2008, total assets on our balance sheet were $159.0 million and included $65.8 million of 
goodwill and other intangible assets. We test our goodwill and other intangible assets for impairment on an 
annual basis or more frequently whenever events or changes in circumstances warrant. The amount of goodwill 
and intangible assets on our balance sheet is supported by the assets under management and the related revenues 
of the business. Recent impairment charges related to these assets were triggered by the significant declines in 
the equity markets and the decline in valuations of financial companies that were experienced primarily in the 
second half of 2008. It might be necessary to recognize additional impairment of these assets should these events 
worsen or recur or if we experience additional decreases in assets under management for these or any other 
reasons, such as material outflows, the termination of a material investment management contract or material 
outflows if clients withdraw their assets following the departure of a key employee. To the extent that declines in 
the capital markets and general global economy continue, further impairment becomes more likely, which would 
negatively impact our results of operations and financial position. 


We face strong competition in our businesses from mutual fund companies, banks and asset management firms. 
This competition could impair our ability to retain existing customers, attract new customers and maintain our 
profitability. 


We face strong competition in our businesses. We believe that our ability to compete is based on a number 
of factors, including investment performance, service, distribution capabilities and relative scale. We are also 
highly dependent on our distribution relationships. Our actual and potential competitors include a large number 
of mutual fund companies, banks and asset management firms, many of which have advantages over us. Industry 
consolidation has resulted in larger competitors with financial resources, marketing and distribution capabilities, 
and brand identities that are stronger than ours. Larger firms also may be able to offer, due to economies of scale, 
lower cost products. If we do not compete effectively in this environment, our profitability and financial 
condition would be materially adversely affected. 


Potential changes in federal and state regulation may increase our business costs, which could adversely affect 
our business, consolidated operating results, financial condition or liquidity. 


We are subject to compliance with the Sarbanes-Oxley Act of 2002, as well as regulation by the SEC, the 
Financial Industry Regulatory Authority (“FINRA”) and other federal and state agencies and self-regulatory 
organizations (including NASDAQ). Each advisor (including unaffiliated sub-advisors) is registered with the 
SEC under the Investment Advisers Act of 1940 (the “Investment Advisers Act’). Each closed-end fund and 
open-end fund is registered with the SEC under the Investment Company Act. Our broker-dealer is registered 
with the SEC under the Securities Exchange Act and is a member of FINRA. All of our funds currently available 
for sale are qualified in all 50 states, Washington, D.C., Puerto Rico, and the U.S. Virgin Islands. Most aspects of 
our investment management business, including the business of the sub-advisors, are subject to various federal 
and state laws and regulations. 


These laws generally grant supervisory agencies and bodies the power to limit or restrict us and any 
sub-advisor from carrying on its investment management business in the event that it fails to comply with such 
laws and regulations. Sanctions may include the suspension of individual employees, limitations on our engaging 
in the investment management business for specified periods of time, the revocation of the advisors’ registrations 
as investment advisors or other censures and fines. 
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Compliance with these laws and regulations is time consuming and personnel-intensive, and changes in 
these laws and regulations may increase materially our direct and indirect compliance costs and other expenses of 
doing business, thus having an adverse effect on our business and operating results. 


Although we spend substantial time and resources on our compliance policies, procedures and practices, 
non-compliance with applicable statutes, laws, rules, regulations and other requirements or our inability to timely 
and properly modify and update our compliance policies, procedures and practices to this frequently changing 
and highly complex regulatory environment, could result in our being subject to sanctions, fines, penalties, cease 
and desist or other relief, license revocation, suspensions or even expulsion from particular activities or markets. 


Legal and regulatory actions are inherent in our businesses and could result in financial losses or harm to our 
businesses. 


We are at various times involved in litigation and arbitration, both as a defendant and as a plaintiff. In 
addition, various regulatory bodies regularly make inquiries of us and, from time to time, conduct examinations 
or investigations concerning our compliance with, among other things, securities laws and laws governing the 
activities of broker-dealers. At various times we and our employees have also been subject to other claims 
alleging violations of rules and regulations of the SEC, FINRA and other regulatory authorities. There has been a 
significant increase in federal and state regulatory activity relating to financial services companies. We may be 
subject to further related or unrelated inquiries or actions in the future. 


There can be no assurance that our assessment of any claim or regulatory inquiry or proceeding will reflect 
the ultimate outcome and the outcome of any particular matter may be material to our operating results for a 
particular period. 


It is not feasible to predict or determine the ultimate outcome of all legal or regulatory proceedings or to 
provide reasonable ranges of potential losses. We believe that the outcomes of our litigation and regulatory 
matters are not likely, either individually or in the aggregate, to have a material adverse effect on our 
consolidated financial condition. However, because of the inherent difficulty of predicting the outcome of any 
legal claims or regulatory inquiries or other matters, we cannot provide assurance as to the outcome of this or 
other pending or future matters, or if ultimately determined adversely to us, the loss, expense or other amounts or 
sanctions attributable to such matter, particularly where the matter presents complex or new or unsettled claims 
or legal theories. The resolution of such matter or matters, if unfavorable, could have a material adverse effect on 
our operating results. 


While we maintain insurance that we believe is appropriate relative to our business and the potential claims 
and liabilities to which we may be exposed, we cannot be assured that insurance will cover many of our potential 
liabilities or losses, particularly any regulatory liabilities or penalties which are generally not covered by 
insurance. In addition, insurance coverage may become more costly and require higher deductibles or 
co-insurance arrangements, and may not be available to cover certain potential claims or liabilities we may incur. 
Should this occur, it would expose us to greater non-insured losses, increase our expenses and negatively impact 
our earnings. 


Misconduct by our employees, sub-advisors and distribution partners is difficult to detect and deter and could 
harm our business, results of operations or financial condition. 


Misconduct by our employees, sub-advisors or distribution partners could be determined to be violations of 
law resulting in regulatory sanctions or could result in serious reputational or financial harm. Misconduct can 
occur in each of our businesses and could include: 


e binding us to transactions that exceed authorized limits; 
e hiding unauthorized or unsuccessful activities resulting in unknown and unmanaged risks or losses; 


¢ improperly using or disclosing confidential information; 
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e recommending or executing transactions that are not suitable; 
* engaging in fraudulent or otherwise improper activity; 
* engaging in unauthorized or excessive trading to the detriment of customers; or 


¢ otherwise not complying with laws or our control procedures. 


We cannot always deter misconduct by our employees, sub-advisors and distribution partners, and the 
precautions we take to prevent and detect this activity may not be effective in all cases. Prevention and detection 
of misconduct among our sub-advisors and distribution partners, who are not employees of the Company, may be 
difficult. Misconduct by our employees, sub-advisors or distribution partners may have a material adverse effect 
on our business and operating results. 


We are continuing to develop our own risk management processes and procedures, which may not be effective 
against all of our business risks. 


As a stand-alone public company, we continue to develop our risk management processes and procedures. 
However, these processes and procedures may not be fully effective to address and guard against a constantly 
changing and highly complex regulatory environment, and we cannot be assured that our risk management 
approach will fully mitigate our exposure to all types of significant risk. 


Intermediary distribution channels account for a majority of our sales and our assets under management. 


Our operating model has historically relied on our intermediary distribution channels to account for a 
substantial portion of our sales and of our assets under management. Our success in our intermediary distribution 
channel depends upon our continuing to maintain strong relationships with our third-party intermediaries and 
with our other strategic distribution relationships. Any material reduction in these distribution relationships 
would impact the sales of our products, our assets under management and our revenues. In addition, these 
intermediaries generally offer their customers a significant array of investment products which are in addition to, 
and which compete with, our own investment products, and there is no assurance that these intermediaries or 
their customers may not favor competing investment products over those we offer. Further, consolidation in the 
financial services industry, of which our distribution channels are a part, could negatively impact future 
relationships and distribution channels. 


Any failure to comply with established client investment guidelines or other contractual requirements could 
result in claims from clients and regulatory sanctions. 


The agreements under which we manage assets often have established investment guidelines or other 
contractual requirements that we are required to comply with in providing our asset management services. Any 
failure to comply with these guidelines or other requirements could result in client claims, withdrawal of assets, 
and potential regulatory sanctions, any of which may negatively impact our revenues and earnings. 


We conduct our asset management business in a number of different geographical locations. 


Our affiliated managers who conduct our asset management services are located at various geographical 
locations throughout the United States. Their operations and services are coordinated and overseen from our 
headquarters. We have operated in this fashion for many years and we believe that we have been able to 
coordinate and appropriately oversee all of our asset management services through this business model. 
However, because we operate from more than one location, we could encounter technology, operational and 
oversight issues which potentially might not exist if we operated in one location. 
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We could experience temporary business interruptions in our technology infrastructure and thereby incur 
substantial additional costs. 


Our technology systems are critical to our operations and any failure or interruption of those systems or of 
our operations, whether resulting from technology or infrastructure breakdowns or defects or due to external 
causes such as fire or power disruptions, could result in financial loss and impact our reputation, growth and 
prospects. 


Risk Factors Relating to Our Common Stock 


Because of our size, there may be little institutional interest or trading volume in, or research analyst coverage 
of, our common stock. 


Public companies with relatively small market capitalizations such as we have, often have difficulty 
generating institutional interest or trading volume in their stock. This illiquidity can result in relative price 
discounts as compared to industry peers or to the stock’s inherent value. It can also result in limited research 
analyst coverage, the absence of which makes it difficult for a company to establish and hold a market following. 
Accordingly, our size could lead to our stock trading at prices that are significantly lower than our estimate of its 
inherent value. 


Our rights plan and applicable laws may discourage takeovers and business combinations that our stockholders 
might consider to be in their best interests. 


We are subject to the provisions of Delaware law described below regarding business combinations with 
interested stockholders. 


Section 203 of the Delaware General Corporation Law applies to a broad range of business combinations 
between a Delaware corporation and an interested stockholder. The Delaware law definition of a “business 
combination” includes mergers, sales of assets, issuances of voting stock and certain other transactions. An 
“interested stockholder” is defined as any person who owns, directly or indirectly, 15% or more of the 
outstanding voting stock of a corporation. 


Section 203 prohibits a corporation from engaging in a business combination with an interested stockholder 
for a period of three years following the date on which the stockholder became an interested stockholder, unless: 


e the board of directors approved the business combination before the stockholder became an interested 
stockholder, or the board of directors approved the transaction that resulted in the stockholder 
becoming an interested stockholder; 


* upon completion of the transaction which resulted in the stockholder becoming an interested 
stockholder, such stockholder owned at least 85% of the voting stock outstanding when the transaction 
began other than shares held by directors who are also officers and other than shares held by certain 
employee stock plans; or 


e the board of directors approved the business combination after the stockholder became an interested 
stockholder and the business combination was approved at a meeting by at least two-thirds of the 
outstanding voting stock not owned by such stockholder. 


In addition, in connection with the spin-off, we adopted a stockholders’ rights agreement in substantially the 
same form as that of our parent company. Under the agreement, if any person or group (other than Bank of 
Montreal and its controlled affiliates) acquires, or begins a tender or exchange offer that could result in such 
person acquiring, 15% or more of our common stock without approval by our board under specified 
circumstances, our other stockholders will have the right to purchase shares of our common stock, or shares of 
the acquiring company, at a substantial discount to the public market price. 
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We cannot predict the price range or volatility of our common stock. 


From time to time, the market price and volume of shares traded of companies in the asset management 
industry experience periods of significant volatility. Company-specific issues and general developments in the 
asset management industry or the economy may cause this volatility. The market price of our common stock may 
fluctuate in response to a number of events and factors, including: 


e general economic, market and political conditions; 


* quarterly variations in our results of operations or financial position or the fact that our results of 
operations or financial position could be below the expectations of the public market, analysts or 
investors; 


e changes in financial estimates and recommendations by securities analysts; 
* operating and market price performance of other companies that investors may deem comparable; 
* press releases or publicity relating to us or our competitors or relating to trends in our markets; and 
e purchases or sales of common stock or other securities by insiders. 

In addition, broad market and industry fluctuations, as well as investor perception and the depth and 


liquidity of the market for our common stock, may adversely affect the trading price of our common stock, 
regardless of our actual operating performance. 


Until an orderly market develops in our common stock, the price at which our common stock trades may 
fluctuate significantly and may be lower or higher than the price that would be expected for a more seasoned 
outstanding issue. 


There may not be an active trading market for shares of our common Stock. 


There is a limited history of public trading of our common stock. The shares of our common stock are listed 
on the Nasdaq Global Market under the symbol “VRTS.” We cannot predict the extent to which investor interest 
in the Company will result in active trading in our common stock in the future or how liquid such a market will 
be, and there can be no assurance as to the price at which our common stock will continue to trade. 


We may not pay dividends on our common stock. 


We do not plan on initially paying any cash dividends on our common stock. However, the owners of our 
common stock may receive dividends when declared by our board from funds available for the payment of 
dividends. All decisions regarding the declaration and payment of dividends will be evaluated from time to time 
in light of our financial condition, earnings, growth prospects, other uses of cash, funding requirements, 
applicable law and other factors our board deems relevant. 
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Risk Factors Relating to the Equity Investment 


The agreements the Company has entered into in connection with the equity investment made by Harris 
Bankcorp contains restrictions that could limit our ability to obtain additional equity financing. 


The approval of the holders of our Series B Convertible Preferred Stock is required to effect certain 
significant issuances of equity securities of the Company or any of its controlled subsidiaries. Such required 
approval may restrict our ability to carry out our business objectives, take advantage of opportunities such as 
acquisitions that could supplement or grow our business and could have a material adverse effect on our ability to 
service our debt and operate our business. 


The voting power of the holders of our convertible preferred stock may discourage third party acquisitions of the 
Company at a premium. 


We are required to obtain the approval of holders of our Series B Convertible Preferred Stock for any 
merger, consolidation, acquisition, business combination, sale of all or substantially all of the assets of the 
Company or its subsidiaries, or any similar transaction or pledge of assets, in certain circumstances. This may 
have the effect of discouraging offers to acquire control of the Company and may preclude holders of Company 
common stock from receiving any premium above market price for their shares that may otherwise be offered in 
connection with any attempt to acquire control of the Company. 


For further information, restrictions and obligations concerning our Series B Convertible Preferred Stock, 
see “Management’s Discussion and Analysis of Financial Condition and Results of Operations —Series B 
Convertible Preferred Stock”. 


The additional financing right of the holders of our Series B Convertible Preferred Stock may increase the costs 
of any future equity financing. 


Harris Bankcorp has an additional financing right until December 31, 2010 as long as it, or any of its 
affiliates, holds at least 10% of our outstanding common stock (including assuming conversion of our Series B 
Convertible Preferred Stock.) If the Company determines to raise equity financing for the purpose of financing 
our business (other than shares issued under any employee benefit plan, in connection with the acquisition of 
another company or pursuant to any stock split, stock dividend or recapitalization by the Company), we must 
offer Harris Bankcorp the initial opportunity to provide such financing up to a principal amount of $25 million of 
newly issued preferred stock. Any newly issued preferred stock would have the same terms as the Series B 
Convertible Preferred Stock, except with respect to the conversion price, which would be the lower of the current 
conversion price of the Series B Convertible Preferred Stock or the current per share volume-weighted average 
price of our common stock over the ten trading days immediately prior to the consummation of this additional 
financing right. As a result, should Harris Bankcorp choose to exercise the right, it could cause the financing to 
be more expensive than financing we might otherwise obtain. 
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SPECIAL NOTE ABOUT FORWARD-LOOKING STATEMENTS 


This Annual Report contains statements, including under the captions “Business,” “Risk Factors,” and 
“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” that are, or may be 
considered to be, forward-looking statements. All statements that are not historical facts, including statements 
about our beliefs or expectations, are forward-looking statements. These statements may be identified by such 
forward-looking terminology as “expect,” “estimate, ” “anticipate,” “may,” “should,” 
or similar statements or variations of such terms. 
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plan,” “intend,” “believe, 
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Our forward-looking statements are based on a series of expectations, assumptions and projections about our 
Company, are not guarantees of future results or performance, and involve substantial risks and uncertainty, 
including assumptions and projections concerning our assets under management, net cash inflows and outflows, 
operating cash flows, and future credit facilities, for all forward periods. All of our forward-looking statements 
are as of the date of this Annual Report only. 


The Company can give no assurance that such expectations or forward-looking statements will prove to be 
correct. Actual results may differ materially. The Company does not undertake or plan to update or revise any 
such forward-looking statements to reflect actual results, changes in plans, assumptions, estimates or projections, 
or other circumstances occurring after the date of this Annual Report, even if such results, changes or 
circumstances make it clear that any forward-looking information will not be realized. If there are any future 
public statements or disclosures by us which modify or impact any of the forward-looking statements contained 
in or accompanying this Annual Report, such statements or disclosures will be deemed to modify or supersede 
such statements in this Annual Report. 


An occurrence of, or any material adverse change in, one or more of the risk factors or risks and 
uncertainties referred to in this Annual Report or included in our other periodic reports filed with the SEC could 
materially and adversely affect our operations, financial results, cash flows, prospects, and liquidity. 


Our business and our forward-looking statements involve substantial known and unknown risks and 
uncertainties, including those discussed under “Risk Factors,” and “Management’s Discussion and Analysis of 
Financial Condition and Results of Operations” in this Annual Report, as well as the following risks and 
uncertainties: (a) the effects of recent adverse market and economic developments on all aspects of our business; 
(b) the poor performance of the securities markets; (c) the poor relative investment performance of some of our 
asset management strategies and the resulting outflows in our assets under management; (d) any lack of 
availability of additional financing on satisfactory terms or at all; (e) any inadequate performance of third-party 
relationships; (f) the withdrawal of assets from our management; (g) the impact of our separation from PNX; 

(h) our ability to attract and retain key personnel in a competitive environment; (i) the ability of independent 
trustees of our mutual funds and closed-end funds, intermediary program sponsors, managed account clients and 
institutional asset management clients to terminate their relationships with us; (j) the possibility that our goodwill 
or intangible assets could become further impaired, requiring a charge to earnings; (k) the strong competition we 
face in our business from mutual fund companies, banks and asset management firms most of which are larger 
than we are; (1) potential adverse regulatory and legal developments; (m) the difficulty of detecting misconduct 
by our employees, sub-advisors and distribution partners; (n) changes in accounting standards; (0) the difficulty 
in successfully completing future acquisitions; and (p) other risks and uncertainties described in this Annual 
Report or in any of our filings with the SEC. 


Other factors which may impact our continuing operations, prospects, financial results and liquidity or 
which may cause actual results to differ from such forward-looking statements are discussed or included in the 
Company’s periodic reports filed with the SEC and are available on the our website at www.virtus.com under 
“Investor Relations”. You are urged to carefully consider all such factors. 
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Item 1B. Unresolved Staff Comments. 


None. 


Item 2. Properties. 


Our principal offices are located at 100 Pearl St., 9th Floor, Hartford, CT 06103. In addition, our wholly 
owned asset management firms lease office space in Illinois, California and New York. 


Item 3. Legal Proceedings. 


From time to time we are involved in litigation and arbitration, both as a defendant or as a plaintiff. In 
addition, various regulatory bodies regularly make inquiries of us and, from time to time, conduct examinations 
or investigations concerning our compliance with, among other things, securities laws, laws governing the 
activities of broker-dealers and other laws and regulations affecting our products. It is not feasible to predict or 
determine the ultimate outcome of all legal or regulatory proceedings or to provide reasonable ranges of potential 
losses. We believe that the outcomes of our litigation and regulatory matters are not likely, either individually or 
in the aggregate, to have a material adverse effect on our consolidated financial condition. However, given the 
large or indeterminate amounts sought in certain of these matters and the inherent unpredictability of litigation 
and regulatory matters, it is possible that an adverse outcome in certain matters could, from time to time, have a 
material adverse effect on our results of operations or cash flows in particular quarterly or annual periods. See 
“Risk Factors,” and Note 10 to our consolidated financial statements for additional information on outstanding 
litigation. 


Item 4. Submission of Matters to a Vote of Security Holders. 


On December 31, 2008, PNX distributed 100% of our common stock to PNX shareholders (other than 
shares withheld to satisfy certain withholding conditions). Prior to the spin-off, the Company was an indirect 
majority-owned subsidiary of PNX and in such capacity PNX approved a number of matters related to the 
spin-off including the Company’s Amended and Restated Certificate of Incorporation, name change, and other 
spin-off related documents. See the Company’s Registration Statement in Form 10, as amended, filed with the 
Securities and Exchange Commission for more information. 
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PART II 


Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of 
Equity Securities. 


The Company’s common stock is traded on the NASDAQ Global Market under the trading symbol 
“VRTS.” Information regarding the high and low sales prices per share of common stock in 2008 and 2007 is not 
contained herein as the Company’s common stock did not begin trading on the NASDAQ Global Market until 
January 2, 2009. 


The payment of any dividends on our common stock and the amount thereof would be determined by the 
board of directors depending upon, among other factors, the Company’s earnings, operations, financial condition, 
capital requirements, and general business outlook at the time payment is considered. Additional information 
regarding the Company’s payment of dividends on shares of Series B Convertible Preferred Stock is set forth in 
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and 
Capital Resources—Dividends on Series B Convertible Preferred Stock”. 


The number of holders of record of the Company’s common stock at April 7, 2009 was 172,503. 


28 


Item 6. Selected Financial Data. 


The following table sets forth our selected consolidated financial and other data at the dates and for the 


periods indicated. The selected financial data should be read in conjunction with “Management’s Discussion and 
Analysis of Financial Condition and Results of Operations” and our consolidated financial statements and the 
notes thereto appearing elsewhere in this Annual Report. 


() 
(2) 
(3) 
(4) 


(5) 


(6) 


Years Ended December 31, 
2008 (1) 2007 (1) 2006 (1) 2005 (2) 2004 (3) 
($ in millions) 
Results of Operations 


REVenUeS) 3 isaac eetiesat need decease $178.3 $226.2 $218.6 $237.4 $273.7 
Goodwill and intangible asset impairments (4) .. 559.3 0.3 32.5 11.1 
IPXPenses) havi hee due MG eagle eae ees n.d Gebie o 760.1 220.9 262.5 256.5 262.8 
Operating income (loss) ...............0000- (581.8) 5.3. (43.9) (19.1) 10.9 
Netloss: snc fase idaktissnidte edad rein sed (529.1) (14.2) (47.6) (33.1) (18.7) 
Loss per share—basic and diluted (5).......... (91.75) (2.45) (8.24) (5.74) (3.24) 
EBITDA. (6): 5:6. sie dag eGauaeintee arnt (2.4) 38.1 26.2 22.1 37.0 
As of December 31, 

2008 (1) 2007 (1) 2006 (2) 2005 (2) 2004 (3) 
Balance Sheet Data 
Cash and cash equivalents .................. $ 51.1 $ 368 $ 33.9 $ 23.8 $ 50.0 
Intangible assets, net ............ 0.0.0.2 eee 61.0 208.2 237.7 295.9 308.4 
Goodwill ee ieee eee tebe dares 4.8 454.4 454.4 454.4 416.9 
DOtal ASSES catia: dad as a Sob ateenaadevdeangee a aeerae goers 159.0 752.2 781.1 825.0 834.0 
Accrued compensation and benefits ........... 22.9 34.1 35.3 30.1 31.9 
Notes payable:(7). 6:00 csp sealed aed asaualeess 20.0 42.0 436.3 508.1 460.0 
Total liabilities ............... 000.02. 714 127.2 527.6 598.0 607.7 
Convertible Preferred Stock ................. 45.0 
Total stockholders’ equity .................. 36.6 624.9 253.5 227.0 226.3 
Assets Under Management (8) 
($ in billions) 
Total assets including Goodwin .............. $ 226 $555 $58.1 $509 $ 56.2 
Total assets excluding Goodwin .............. 22.6 40.4 43.6 35.7 39.9 


Derived from audited consolidated financial statements included elsewhere in this Annual Report. 

Derived from audited consolidated financial statements not included elsewhere in this Annual Report. 
Derived from unaudited consolidated financial statements. 

In 2008, we recorded pre-tax non-cash impairment charges of $559.3 million related to goodwill and other 
intangible assets. We determined that several triggering events had occurred during the year as a result of 
the changes in the market environment, specifically the equity market declines, a marked decrease in credit 
market liquidity and unprecedented government intervention in the financial markets. Based on the results 
on our impairment assessment, we recorded $449.0 million of goodwill and $110.3 million of intangible 
asset impairments. The primary drivers of the impairment were the reduction in assets under management, 
due to markets and valuation multiples for asset managers being at multi-year lows. 

Following the spin-off from PNX, the Company had 5,772,076 common shares outstanding. This amount is 
being used to calculate the loss per share for the periods prior to the spin-off. The same number of shares 
has been used to calculate basic earnings per share and diluted earnings per share for all periods as there 
were no shares of Virtus common stock publicly traded prior to December 31, 2008, and no Virtus share 
options nor restricted stock units were outstanding prior to the spin-off. 

The supplemental measure “EBITDA,” a non-GAAP liquidity measure, defined as earnings before interest 
expense, income taxes, depreciation and amortization is provided in addition to, but not as a substitute for, 
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cash flow from operations. EBITDA, as calculated by us, may not be consistent with computations of 
EBITDA by other companies. As a measure of liquidity we believe that EBITDA is a useful indicator of our 
ability to service debt, make new investments and meet working capital requirements. We further believe 
that many investors use this information when analyzing the financial position of companies in the asset 
management industry. The results include $7.5 million, $5.8 million and $0.3 million related to non-cash 
stock based compensation expenses and unrealized mark-to-market adjustments in 2008, 2007 and 2006, 
respectively. Adjusting for these items, EBITDA would have been $5.1 million, $43.9 million and $26.5 
million in 2008, 2007 and 2006, respectively. 

(7) All notes for all years were with either PNX or Phoenix Life. Therefore, for the years 2004 through 2007 
these notes were with related parties. Effective with the spin-off on December 31, 2008, the $20.0 million 
note continues to be with Phoenix Life which is no longer considered a related party. 

(8) Historical financial results included in this Annual Report reflect the effect of including Goodwin’s results 
in the Company’s operations. For all years presented, the caption “total assets excluding Goodwin” exclude 
PNX’s general account as well as third-party institutional assets managed by Goodwin which are no longer 
managed by the Company effective with the spin-off on December 31, 2008. The caption “Total assets 
including Goodwin” at December 31, 2008 does not include any Goodwin managed assets. 


Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations. 


The following discussion of our financial condition and results of operations should be read in conjunction 
with our consolidated financial statements and related notes appearing elsewhere in this Annual Report. 


This discussion contains forward-looking statements that involve risks and uncertainties. See “Special Note 
About Forward-Looking Statements” for more information. Actual results could differ materially from those 
anticipated in these forward-looking statements as a result of various factors, including those discussed below 
and elsewhere in this Annual Report, particularly under the heading “Risk Factors.” 


Overview 
Separation from The Phoenix Companies, Inc. 


Prior to December 31, 2008, we were an indirect majority-owned subsidiary of The Phoenix Companies, 
Inc. (“PNX”’). On February 7, 2008, PNX announced that its board of directors had determined to pursue the 
spin-off of the Company, the asset management business of PNX, excluding the net assets and business of the 
Company’s subsidiary, Goodwin. Goodwin, which historically had been a subsidiary of Virtus, was distributed to 
PNX in connection with the spin-off. On December 12, 2008, the PNX board of directors formally approved the 
spin-off and declared a dividend payable to each PNX holder of record at the close of business on the record date 
for the distribution of one share of our Virtus common stock for every 20 shares of PNX common stock. The 
distribution of 100% of our Virtus common stock to PNX stockholders (other than shares withheld to satisfy 
certain withholding obligations) was made on December 31, 2008. Following the spin-off, PNX does not have 
any ownership interest in the Company. 


Our Business 


We are a provider of investment management products and services to individuals and institutions. We 
operate a multi-manager asset management business, comprising a number of individual affiliated managers, 
each having its own distinct investment style, autonomous investment process and brand. We believe our 
customers value this approach, especially institutional customers who appreciate individual managers with 
distinctive cultures and styles. 


Investors have an array of needs driven by factors such as market conditions, risk tolerance and investment 
goals. A key element of our business is offering a variety of investment styles and multiple disciplines to meet 
those needs. To that end, for our mutual funds, we supplement the investment capabilities of our affiliated 
managers with those of select unaffiliated sub-advisors. We do that by partnering with these sub-advisors whose 
strategies are not typically available to retail mutual fund customers. 
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We provide our products in a number of forms and through multiple distribution channels. Our retail 
products include open-end mutual funds, closed-end funds and separately managed accounts. Our fund family of 
49 open-end funds is distributed primarily through intermediaries. Our five closed-end funds trade on the New 
York Stock Exchange. Retail separately managed accounts are comprised of intermediary programs sponsored 
and distributed by unaffiliated brokerage firms, as well as private client programs, originated and maintained by 
our affiliated managers. We also manage institutional accounts for corporations, multi-employer retirement funds 
and foundations, endowments, special purpose funds and other types of institutions. Our earnings are primarily 
driven by asset-based investment management fees charged on these various products. These fees are based on a 
percentage of assets under management and are calculated using either daily or weekly average assets or assets at 
the end of the preceding quarter. 


Our Profitability Drivers 
Our profitability is primarily driven by the following factors: 


e Investment management fees earned on assets under management. Depending on the product, these 
fees can be based on average daily or weekly market values, end of the preceding quarter market 
values, or outstanding principal values of the assets being managed. Assets under management are 
principally driven by the following factors: 


e sales less redemptions (net flows); and 
e absolute and relative performance. 
e Operating expenses, including: 
e base compensation; 
e variable incentive compensation; 
e distribution expenses; and 
e administrative expenses. 


e Amortization and impairment of intangibles, principally related to acquired investment contracts. 


Recent Market Developments 


Financial markets have experienced unprecedented credit and liquidity issues as well as volatility and 
declines in the equity markets. Credit markets have suffered significantly, with many lenders and institutional 
investors reducing, and in some cases, ceasing to provide funding to borrowers, including other financial 
institutions. Additionally, concerns over increasing unemployment, fluctuating inflation and energy costs have 
contributed to diminished expectations for the economy and the financial markets going forward. These factors, 
combined with declining business and consumer confidence and increased unemployment, have precipitated an 
economic slowdown and fears of a deep and prolonged recession. As a result, there has been a severe impact on 
the global financial markets and economies. 


This economic environment has had a direct impact on the actions of both retail and institutional investors. 
The continued erosion of the equity and fixed income markets has impacted the value of our assets under 
management which has resulted in lower fee revenues. The continuing turmoil in the equity and debt markets 
impacts investor confidence and investors favoring significantly lower investment risk. Our ability to attract 
investors and to grow our assets under management in the existing capital markets and economic environment, 
which is expected to continue through 2009 and possibly beyond, can be expected to impact our assets under 
management and our revenues, earnings and assets under management as well as our ability to forecast the 
future. In addition, because we experienced a significant decline in our assets under management in the 2008 
third and fourth quarters and our assets under management at December 31, 2008 are significantly below our 
average assets under management for the 2008 full year, it is likely that we will experience a material decrease in 
revenue in 2009 absent significant improvement in the global economy and capital markets. 


The decrease in our assets under management is driven in great part due to the equity markets, with the S&P 
500 Index down 22.5% for the three-month period from September 30, 2008 through December 31, 2008. We 
have seen decreased investment inflows and an increase in redemptions of certain products. 
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The value of the Company’s goodwill and intangibles assets is based on assets under management and the 
related revenue. As a result, significant and sustained declines in assets under management impact the valuation 
of these intangible assets. 


Summary Analysis of Results of Operations 


Year ended December 31, 2008 compared to year ended December 31, 2007. In 2008, we had a net loss of 
$528.0 million in 2008 compared with a net loss of $14.2 million in 2007. This was primarily driven by $559.3 
million of pre-tax non-cash goodwill and intangible asset impairment charges. Revenues decreased by $47.9 
million primarily due to a $12.8 billion decrease in average assets under management as a result of significant 
market declines in 2008 combined with net outflows during the year. Operating expenses, excluding the 
impairment charges, decreased $21.3 million mainly due to lower employment, distribution and amortization 
expenses. 


Assets Under Management 


Our total assets under management as of December 31, 2008 were $22.6 billion, which excludes $14.0 
billion of fixed income assets managed by Goodwin that, as a result of the spin-off, are no longer managed by us 
as of December 31, 2008. The discussion and analysis of our assets under management excludes the Goodwin- 
managed assets from all years unless noted otherwise. 


Assets Under Management by Product 


The following table presents our assets under management by product for the periods indicated: 


As of December 31, 

2008 2007 2006 
($ in billions) 
Retail assets 
Mutual fund assets 
Money market funds... cic cae cea ees eet daa ad Meee eae Rc $47 $62 $5.7 
Long-term open-end funds ........ 0.0... ccc cece cece eee eee 6.7 11.0 11.3 
Closed end funds: 5 22s4.0.0'a tinabe, one ale be eee aun en, ach ahetobyis deh howd aawece 4.0 5:1 4.9 
Total mutual fund assets ..... 0.0... eee ete 15.4 22.3 21.9 
Separately managed accounts 
Intermediary sponsored programs ............. 00.00 e eee eee ee eee 1.4 2.7 3.8 
Private chent accounts’ ...25.)40545 6esse nee doe Gaed Gas awe seed ee eae 1.6 2.7 3.0 
Total managed account assets ....... 0.0... cece eee ee eee 3.0 5.4 6.8 
Total retail: assets, ois-5. i.e o-spacetic once oa ighan biapal ec dngh alaaua neal sitonssbvaln iy oboe 18.4 27.7 28.7 
Institutional assets 
Institutional:accOuntS: oy..6 son cee oe SS oe et Reha ERE Sees 3.4 9.3 10.7 
Structured finance products ....... 0.0.0... eee 0.8 3.4 3.6 
Total institutional assets ......... 0.00... eect eee 4.2 12.7 14.3 
Total (W)isscot ac ptt Pitas eg ah BAG AE Re ae Ree a eee $22.6 $40.4 $43.0 


(1) Excludes Goodwin assets as follows: 


Institutional assets: 52 4.0.26 agvwetavtae tetas okie ed vended desea toes $19 $ 1.6 
Structured finance products .... 0.0... ee cece eee 0.2 0.4 
PNX..general ACcOUnU-ASSELS: 6.0 a vee io edala soon eure 34 eH oh Se a eee alee 13.0 13.1 
Total Goodwin-managed assets ....... 0... cece eee eens $15.1 $15.1 


Asset Flows by Product 


The following table summarizes our asset flows by product for the periods indicated (excluding Goodwin): 


($ in billions) 

Retail Products 

Mutual Funds 

Beginning balances... se eeue maevian ted Gace camara ce mied tar emu een ae epee Ree actuals wb eee 
SALES os. ss ccviee Soe aaitoe each si ayerad eon maw eon Sc ew Ae em gaa ROR ann Sa ae, Sn ae a hg HR Ee ee ee 


INCU TO WS: cosh ese sta ear el aattve cares thnce ataiens Sea em deatect gta utlt ahs nb Sorts 4 paatatep na hl als aad sia 
Market appreciation (depreciation): si... seek hae ek cee Hae e EEE AT DoE RAE TR oes eae 
Chanseé-in cash management products... .c05 cachecge ede e i tea neds aod eee b aaa eb oa Hew eRe 
Acquisitions (dispositions) if Omer... cc.caisrcaais coaaiew Gacain< onl gas abealee ate din Seiareta nll tencds eieicuelh a'ehtlane & 
Change in-assets tinder ManageMeNtt co.cc erence ecterecaiain dias aon eis ayhgrend Ap etn Seine etsay aveanides dare lpnls ane 


Ending balance 66:6 jcecc ne geagnee get aha hese Glee Uke Dh PORE Mee REA Mee 


Separately Managed Accounts 
Beginning balance ain occe ce eatieens cwdan cars eee ctiead tedden tane ded awendnetitae dacs 
LSS a case ansaN salw ctn fis es bv skye ahve te Pech eh Bodo crs Teaco Lapse sh Stadt sips Rend Schade SAR ince 


INGt BLOWS? x ip s shsscesayerayn wisits ecershdhah pe restrscecdies tle: aces Golevgrgiss e2eitele gutter ate @ elaine d etwas aban dinhale eee eines 
Market appreciation: (Ce preciatiOn): oie: ciasiein sais actecvec@ ata gi sree recmialncnt aber af Bak mee oalinuad Svan aedeagal arayanc 
ACquisitions:(dispoOsitions):/'OMer” 3 ..scveds hs. sg teas SHE CRE ee eals eelae Wes Grek Ward Dea ea Ges 


Change in-assets tinder management soe. 5,aais. saci! ecaccveset a acai oc lala ih en pnt wate toe nessa Suh dons quar wager mean 


Engine Dalance ss. diersctccsin tiaPace nas osehcataetno uslara dna lac din pin tele, Sees ele des Dn atarauh eb ncltos dasa aU balsa 


Institutional Products 
BS anv Dy a ATC ace Sus estan fees aviv aon soa ahve sac SN Maddala vl lS gh atin peti age Rudo Rie nah auipm abn 
BS BUS 5s 2 sce chasse ta ceed Seater Say de staee- ano astfenig eesbpasac lone seit Stes deh UMTS Rt lelectra seer fists eslosien Gt -cayes estitlin paved deasasemmenses 


INGtHOWS!cia'2s iawn Fo trsad hoes kaso eal eels eae oo schs WNyaaaats ane be eeLe Mtoe bras 
Market appreciation (depreciation): 3. 2s 4sh6 pach vinewes Sead oa Petals bp seed see EME a oma ew we Hare 
Change in cash: management productsia. ss s25 gach ise Soke we eee WEE ace eee eae HES oa wee Tee 
Acquisitions (dispositions) /OMer™ 26 dees wisn de acide dae ates cama d apo aa gieecee Raed yew ew dad wes Race 
Chan se inassets: utider MaAnapeMenit ste dates wie scree EW das wales ees WRN eee earth e oS decks a meRiioed 


Ending balance). 5... 655 tarsi cided Fe boa FR Pa eowa Kime Paes WE Dade oe Ea ea, Oe ale we GeO 


Structured Finance Products 
Beginning balance: 5.5 5. kaw csk ads oa sade PALO Shows Sas TAA EES aoa we EEK GES Oa we HN 
SAlOS! sak sieve sen dea ctoa se Goel gaa Roose Bendy Sa Rae a ae BAR aM dose a EMRE dee a Mae, deeON aS eyes Gad WER ahd 


NGt PlOWS? 5S: sca ate dad dod garnet 5A BE aoe hee doe ae Pad dw RSM a ER Dee Rh Awa kardbe RSA dad ew a ae 


Total 
Beginnitig balances :. 66 esa ads aaieels Saabs Geek teow Se aE aS Eee we owas we NONE as OAD ENE 
SALES ss. Seaver oth Sis ettnd vss meu sa seas pssst a Gees g Oa rs Seal Ee akc cweara Reke Dac RC ha doen bs Rane ooROIa Honk a vated te aI 


Net HOWS: jas inta.cdicaed one ea iis eae Rie Ge SoM OEY ete eee eS tas Be ae eh ea ete dec ad 
Market appreciation (depreciation): 6 dee saicied ae ech Sehdew asd watraenn ares Bla dial aecms ee i diac 8 ae bee 
Chanse:in.cash management products... s04 ea aces ons pie OER ean HS Te cowl as a ee 
Acquisitions (dispositions): / Other si. sates Gas GNA a melee kee RRS oes ke eNieba edie Mas 


Chanse in:assets under manapement e200. geek 6 oes eee eee Ee bad es dead eee 


Ending balance: 50.4690 .444 a bike Mee Ga ing ee dala bee ten doe cee as de ee a eed 


Years Ended 
December 31, 


2008 2007 2006 


$22.3 $21.9 $12.1 
25 3.6 2.6 
(3.5) (3.9) (2.8) 


(17.8) (26) 7.9 


Assets Under Management by Investment Category 


The following table summarizes our assets under management by investment category (excluding 
Goodwin): 


As of December 31, 
2008 2007 2006 


($ in billions) 
Investment Categories 


Equity assets. Peo e das, oh eee yet Agee eka bae dates $9.8 $16.7 $19.2 
Fixed income a8sets: 22. vai sane nda eciediewtsengad ed 8.1 17:5 18.1 
Money market assets ......... 0.00... c eee eee eee eee 4.7 6.2 531 
Lotalls..2 oe heoke deeb aed nee ong 48 ded ae Se eS $22.6 $40.4 $43.0 


Year ended December 31, 2008 compared to year ended December 31, 2007. At December 31, 2008, we 
managed $22.6 billion in total assets representing a decrease of $17.8 billion from the $40.4 billion managed at 
December 31, 2007. Net outflows were $8.3 billion and market depreciation was $7.4 billion. The remaining 
decrease was primarily the result of the net change in our money market assets. Of the net outflows during the 
year, $5.2 billion was in institutional accounts of which $3.7 billion related to a terminated relationship with one 
institutional client, providing advisory services to the general account of a non-affiliated insurance company. The 
fees earned on these assets were approximately five basis points or approximately $1.9 million per year. Of the 
$7.4 billion market depreciation, $4.3 billion related to our mutual funds, $1.2 billion related to our separately 
managed accounts and $1.9 billion related to our institutional accounts of which $1.4 billion was structured 
finance products. The market depreciation across all asset groups in 2008 was primarily the result of the 
unprecedented decline in the securities markets. 


Year ended December 31, 2007 compared to year ended December 31, 2006. At December 31, 2007, we 
managed $40.4 billion in total assets, a decrease of $2.6 billion from December 31, 2006. This decrease was 
driven by unfavorable net flows in our institutional and separately managed account products as well as market 
depreciation in structured finance products. Net outflows in institutional and separately managed accounts were 
related to underperformance in certain investment strategies. Market depreciation in structured finance product 
was driven by the significant deterioration of the fixed income market in the second half of 2007. Partially 
offsetting these decreases in assets under management was $1.0 billion of market appreciation, excluding 
structured finance products, and positive net flows in structured finance products due to three new products 
issued during the year. These issuances occurred in the first half of 2007 before significant declines in value of 
the underlying securities took hold. Despite a decrease in our long-term open-end mutual fund assets at period 
end, we had sales of $3.6 billion in 2007. However, these increases were offset by higher redemptions in funds 
affected by sector preferences, such as real estate. 
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Average Fee Earning Assets Under Management and Average Basis Points 


The following table summarizes average fee earning assets under management and average management fee 
basis points (excluding Goodwin): 
As of December 31, 


Average Fees Average Fee Earning Assets 


Earned in 2008 9 ____(Sit billions) 
Expressed in BPs 2008 2007 2006 


Products 

Money market mutual funds (1) .................0.. 5 $55 $62 $ 43 

Long-term mutual funds (1) ......... 0.0.0.0 .0 00005 48 14.3 17.0 14.2 

Separately managed accounts ...................00. 48 4.4 6.4 8.1 

Institutional +. .c.4.e0 64 bsaace cia deeae Gelaad as ged 28 5.6 10.1 11.1 

Structured finance product ....................000. 20 2.2 Deh 2.3 
OCA <. s.cseasaeie wpeaiie win etre e's Feet onan teanteitary se eale 35 $32.0 $44.8 $40.0 


(1) Average fees earned for money market and long-term mutual funds are net of non-affiliated sub-advisory 
fees. 


The average fee earning assets under management and average fees earned expressed in basis points 
presented in the table above are intended to provide information in the analysis of our asset based revenue and 
distribution expenses. Money market and long-term mutual fund fees are calculated based on either average daily 
net assets or average weekly net assets. Separately managed accounts and institutional fees are generally 
calculated based on end of the preceding quarter’s asset values. Structured finance product fees are calculated 
based on a combination of the underlying cash flows and the principal value of the product. 


Results of Operations 
Summary Financial Data 


Years Ended December 31, Increase/(Decrease) 
2008 2007 2006 2008 vs. 2007 2007 vs. 2006 


($ in millions) 
Results of Operations 


Investment management fees ..................-0-0-- $ 127.6 $159.0 $164.0 §$ (31.4) $ (5.0) 
OUR TEVENUG) o o:522.6rciaes apse da ek eed ajahde oindetas aauwete Pees 50.7 67.2 54.6 (16.5) 12.6 
Total revenues ........... 000.00. 178.3. 226.2 218.6 (47.9) 7.6 
Operatin S EXPENSES: soe. vies ego a esses Selene Bees we eLE 175.7 190.5 198.0 (14.8) (7.5) 
Goodwill and intangible asset impairment .............. 559.3 0.3 32.5 559.2 (32.2) 
Intangible asset amortization ......... 0.00... ee ee eee 25.1 30.1 32.0 (6.5) (1.9) 
Total expenses ......... 0.0.0... cece eee teens 760.1 220.9 262.5 537.9 (41.6) 
Operating (loss) income ....................2-00005 (581.8) 5.3 (43.9) (585.8) 49.2 
Other income (expense) ......... 0.0 eee eee (7.1) (0.3) 15 (6.8) (1.8) 
Interest Expense; Net 4.2%. es dawiw ideas eee ewe eens (1.7) (25.1) (32.0) 23.4 6.9 
Income (loss) before income taxes ................... (590.6) (20.1) (74.4) (569.2) 54.3 
Income tax benefit (1)... 20.0.0... 0 cece eee (61.5) (5.9) (26.8) (55.4) (20.9) 
Netincome (108s). css.cc¢ 0 ibond Bhce bos ee eae ees (529.1) (14.2) (47.6) (513.8) (33.4) 
Preferred Stockholder Dividends ..................... (0.5) 

Net income (loss) available to common stockholders ... $(529.6) $(14.2) $(47.6) $(513.8) $(33.4) 


(1) Includes increases to the valuation allowance of $95.2 million, $0.9 million and $6.8 million for the years 
ended December 31, 2008, December 31, 2007 and December 31, 2006, respectively. 
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Revenues 


The decrease in revenues in 2008 as compared to 2007 was primarily a result of a decrease in average assets 
under management due in large part to the declines in the securities markets in 2008 and to net outflows of 
assets. The increase in revenues in 2007 as compared to 2006 was primarily a result of an increase in mutual fund 
investment management, distribution and service fees resulting from higher average mutual fund assets under 
management. Revenues by source were as follows: 


Years Ended December 31, Increase/(Decrease) 
2008 2007 2006 2008 vs. 2007 2007 vs. 2006 


($ in millions) 
Investment management fees 


Mutual Funds ...............0 0.000 cece eee eee $ 71.1 $ 84.9 $ 76.3 $(13.8) $ 8.6 
Separately managed accounts ......... 0.000000 e eee 21.1 29.5 35.7 (8.4) (6.2) 
Institutional accounts ........ 20... 0. cee eee 18.4 24.9 34.1 (6.5) (9.2) 
Structured finance product ......... 0.0.0.0. eee eee 5.0 8.1 8.0 (3.1) 0.1 
Third-party management fees .................... 115.6 147.4 154.1 (31.8) (6.7) 
PNX general account .............. 0.000.000 000 12.0 11.6 9.9 0.5 1.7 
Total investment management fees ................ 127.6 159.0 164.0 (31.3) (5.0) 
Distribution and service fees ..................... 30.2 36.5 29.8 (6.3) 6.7 
Administration and transfer agent fees ............ 18.3 23.3 19.8 (5.0) 3.5 
Other income and fees ...................000000: 2.2 7.4 5.0 (5.3) 2.4 
Total revenues ............. 00.0 cece cece eee $178.3 $226.2 $218.6 $(47.9) $ 7.6 


Investment Management Fees 


Year ended December 31, 2008 compared to year ended December 31, 2007. Net investment management 
fees decreased primarily due to a decrease in average fee earning assets under management. Average fee earning 
assets under management decreased primarily as a result of market depreciation combined with redemptions in 
all products during 2008. Net redemptions, including Goodwin managed assets for which management fees were 
earned in 2008, were $8.5 billion of which $5.2 billion were from institutional products. During 2008, a 
terminated relationship with an institutional client resulted in a $3.7 billion redemption. The client was a general 
account mandate for a non-affiliated insurance company for which the fees earned were approximately five basis 
points. Our open-end mutual funds, separately managed accounts and structured finance products experienced net 
redemptions of $0.9 billion, $0.9 billion and $1.2 billion, respectively. Each of our products experienced market 
depreciation during 2008 due to the dramatic declines in the markets experienced in 2008. 


Year ended December 31, 2007 compared to year ended December 31, 2006. Investment management fees 
decreased primarily due to a decline in fees earned on separately managed accounts and institutional accounts. 
These fees decreased due to a one-time final accelerated $5.2 million fee in 2006 from an early termination of an 
institutional contract and also due to net outflows of assets resulting from underperforming large cap growth 
strategies that have since been largely redeemed. This decrease was partially offset by an increase in mutual fund 
investment management fees, as we earned fees from the Insight Funds for the full year in 2007 as compared to 
only a post-adoption partial year in 2006. The Insight Funds were a family of eighteen mutual funds for whom 
we acquired the rights to advise, distribute and administer from Harris Investment Management, Inc. in May, 
2006. (For more information on this acquisition, see Note 3 to our consolidated financial statements.) 
Additionally, fees earned from managing closed-end funds increased $2.6 million due to secondary or preferred 
offerings as well as market appreciation. Fees earned from managing PNX’s general account increased $1.7 
million primarily due to a change in the fee structure. 
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Distribution and Service Fees 


Year ended December 31, 2008 compared to year ended December 31, 2007. Distribution and service fees, 
which are asset-based fees collected on open-end mutual funds, declined due to lower assets under management 
during 2008 as compared to the prior year. The 17% decrease in these fees is reflective of the 16% decrease in 
our average long-term mutual funds from 2007 to 2008. The decrease in fees was substantially offset by a 
corresponding decrease in trail commissions, which are a component of distribution expenses. Trail commissions 
represent asset-based payments to our distribution partners based on a percentage of our assets under 
management. 


Year ended December 31, 2007 compared to year ended December 31, 2006. Distribution and service fees 


for open-end mutual funds are earned based upon average assets under management. Average mutual fund assets 
increased by 25% from 2006 to 2007 in large part due to the adoption of the Insight Funds in May 2006. 


Administration and Transfer Agent Fees 


Year ended December 31, 2008 compared to year ended December 31, 2007. Administration and transfer 
agent fees represent fees collected from our open-end mutual funds for fund administration and transfer agent 
services. Fund administration fees decreased $2.5 million due to a decline in average assets under management 
upon which these fees are based. Transfer agent fees decreased $2.1 million due to a decline in the number of 
accounts and a change in the contract with the service provider which also reduced our cost to provide these 
services. On July 1, 2008, we outsourced certain of the transfer agent functions. Transfer agent revenues are 
reported net of sub-transfer agent expenses. These additional costs are more than offset by the compensation 
expense savings that will be realized. Additionally, underwriting fees decreased $0.4 million due to a decrease in 
sales of Class-A mutual fund shares on which underwriting fees were earned. 


Year ended December 31, 2007 compared to year ended December 31, 2006. Fund administration fees 
increased by $2.8 million, while transfer agent fees increased by $0.5 million. This increase in fund 
administration fees was the result of an increase in average assets under management resulting primarily from the 
adoption of the Insight Funds. Transfer agent fees increased, as they are earned based on the number of accounts. 
Underwriting fees increased $0.3 million due to an increase in sales on which these fees are earned. 


Other Income and Fees 


Year ended December 31, 2008 compared to year ended December 31, 2007. Other income and fees 
decreased primarily due to a decline in fees earned for the distribution of non-affiliated products. 


Year ended December 31, 2007 compared to year ended December 31, 2006. Other income and fees 
increased primarily as a result of increased sales of non-affiliated products for which we earned distribution 
income. In addition, $1.0 million received in 2007 related to the issuance of a structured product. 


Operating Expenses 


Operating expenses increased by $539.2 million in 2008 as compared to 2007 primarily driven by increases 
in non-cash goodwill and intangible asset impairment charges of $559.0 million and restructuring and severance 
costs of $4.4 million. Excluding these items, operating expenses declined 12% due to decreases in distribution 
and administrative expenses of $8.8 million, employment expenses of $11.4 million and non-cash intangible 
asset amortization of $6.5 million. 
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Operating expenses decreased in 2007 as compared to 2006, primarily as a result of a non-cash intangible 
asset impairment charge of $32.5 million recorded in 2006 as compared to a $0.3 million impairment in 2007. In 
addition, certain employment charges, including staff reductions, and lease related charges totaling $13.6 million 
associated with the restructuring of the business in 2006 did not recur in 2007. Operating expenses by category 
were as follows: 


Years Ended December 31, Increase/(Decrease) 
2008 2007 2006 2008 vs. 2007 2007 vs. 2006 


($ in millions) 
Operating expenses 


Employment expenses ..............0:0 cece eeeee $ 83.1 $ 94.5 $ 97.7 $(11.4) $ (3.2) 
Distribution and administrative expenses ............. 41.3 50.1 41.3 (8.8) 8.8 

Other operating expenses .................0.00000 46.5 45.5 45.4 1.0 0.1 

Restructuring and severance .............00 0 ee eee 4.8 0.4 13.6 4.4 (13.2) 
Goodwill and intangible asset impairments ........... 559.3 0.3 32.5 559.0 (32.2) 
Intangible asset amortization ................0-000- 25.1 30.1 32.0 (5.0) (1.9) 
Total operating expenses ...................00005 $760.1 $220.9 $262.5 $539.2 $(41.6) 


Employment Expenses 


Year ended December 31, 2008 compared to year ended December 31, 2007. Employment expenses of 
$83.1 million in 2008 decreased $11.4 million compared to the prior year. Base compensation of $39.4 million 
decreased by $1.6 million from the prior year as the Company continued its effort to streamline operations and 
reduced support staff headcount by approximately 105 employees during the year. Incentive compensation of 
$30.0 million represents a decline of $7.2 million from the prior year, comprised of $3.8 million of lower sales 
based commissions and a $3.4 million reduction of profit-based incentive payouts. Stock based compensation of 
$2.1 million decreased by $1.3 million in 2008 as compared to 2007. 


Year ended December 31, 2007 compared to year ended December 31, 2006. Employment expenses 
decreased to $94.9 million from $97.7 million, primarily as a result of a decrease in staffing levels as part of the 
restructuring that occurred in 2006. Base salaries decreased by $8.8 million, partially offset by increased 
incentive compensation paid on higher mutual fund sales in 2007. In 2006, $2.6 million of incentive 
compensation was recorded relating to an accelerated fee from the early termination of an institutional contract 
which did not recur in 2007. Other employment expenses, including employee related charges such as benefits 
and payroll taxes, decreased by $1.0 million primarily as a result of the reduced compensation, partially offset by 
an increase in human resource administration costs. 


Distribution and administrative expenses 


Year ended December 31, 2008 compared to year ended December 31, 2007. Distribution and 
administrative expenses decreased in large part due to $6.8 million in decreased asset-based expenses paid to our 
distribution partners including trail commissions and other distribution costs. Trail commissions are fees we pay 
to broker-dealers for providing investors with on-going investment advice and services. Fees paid to our fund 
administrator, which are also asset-based, decreased by $1.0 million. Mutual fund commission amortization, 
which represents amortization of Class B share and Class C share deferred commissions, decreased by 
$0.3 million. 


Year ended December 31, 2007 compared to year ended December 31, 2006. Distribution and 
administrative expenses increased, due primarily to an increase in trail commissions related to an increase in 
mutual fund assets under management. Other distribution-related costs and costs associated with fund accounting 
of the mutual funds increased primarily due to the adoption of the Insight Funds, which increased both sales and 
assets under management. 
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Other Operating Expenses 


Year ended December 31, 2008 compared to year ended December 31, 2007. Other operating expenses of 
$46.5 million in 2008 increased by $1.0 million as compared to 2007. These expenses consist primarily of 
computer services, professional fees, investment research fees, travel, training, entertainment, portfolio 
management operational costs, rent, insurance, printing and general taxes, depreciation and other office and 
corporate expenses. The services provided by PNX are detailed in the related party note, Note 14 to our 
consolidated financial statements. Other operating expenses increased primarily as a result of a $1.7 million 
increase in professional fees and a $0.8 million increase in rent expense resulting from vacating and/or moving 
office space at three of our affiliates partially offset by a decrease in charges from PNX. The current period also 
included $1.7 million of costs associated with certain client portfolio losses. 


Year ended December 31, 2007 compared to year ended December 31, 2006. Other operating expenses were 


basically unchanged from 2006 to 2007. Increases in investment research fees, portfolio management operational 
costs and printing were offset by decreases in outside services, insurance, consultants and professional fees. 


Restructuring and Severance 


In 2008, we incurred severance costs of $3.9 million resulting from staff reductions related to the 
outsourcing of our transfer agent function and other reductions as we continued to streamline our operations. We 
also vacated office space at two of our affiliates resulting in charges of $0.9 million. 


In 2005, we initiated a significant restructuring program. Specifically, the Company: (i) streamlined its 
operating structure from being a collection of majority-owned and wholly owned affiliated firms into a single 
business of affiliated managers with common distribution and support operations, (ii) eliminated redundant 
functions and management layers, (iii) took actions to restructure its product portfolio focusing on mutual fund 
products, and (iv) repositioned its distribution strategy with an increased focus on retail mutual fund distribution. 
Restructuring charges were incurred in both 2005 and 2006 and were primarily related to actions taken at several 
of our affiliated asset managers. The charges included severance payments, vacated office space and terminating 
a certain investment strategy. We have not undertaken changes of a similar magnitude at any time prior to or 
since 2006. These actions resulted in costs totaling $13.6 million being recognized in 2006. 


Goodwill and Intangible Asset Impairment 


Year ended December 31, 2008 compared to year ended December 31, 2007. In 2008, we recorded pre-tax 
non-cash impairment charges of $559.3 million related to goodwill and other intangible assets. We determined 
that several triggering events had occurred during the year as a result of the changes in the market environment, 
specifically the equity market declines, a marked decrease in credit market liquidity and unprecedented 
government intervention in the financial markets. Based on the results on our impairment assessment, we 
recorded $449.0 million of goodwill and $110.3 million of intangible asset impairments. The primary drivers of 
the impairment were the reduction in assets under management, due to markets being at multi-year lows, and 
valuation multiples for asset managers also being at multi-year lows. 


Year ended December 31, 2007 compared to year ended December 31, 2006. In 2007 and 2006, we 
recorded impairment charges of $0.3 million and $32.5 million, respectively. Each of the impairments was the 
result of the loss during those years of a significant portion of the revenues supporting identifiable intangible 
assets. 


Intangible Asset Amortization 


Year ended December 31, 2008 compared to year ended December 31, 2007. Amortization decreased as a 
result of the lower remaining carrying value of the assets after reflecting impairments throughout the year and 
also due to certain intangible assets having become fully amortized during 2007. 
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Year ended December 31, 2007 compared to year ended December 31, 2006. Intangible asset amortization 
is recognized on our definite-lived intangible assets on a straight-line basis over the estimated remaining lives of 
those assets. Amortization decreased primarily as a result of the impairment recorded in 2006. 


Other Income and Expenses 


Other Income (Expense) 


Year ended December 31, 2008 compared to year ended December 31, 2007. Other income (expense) 
decreased by $6.1 million. We hold investments in certain affiliated mutual funds and institutional accounts that 
are classified as trading securities. In 2008, we realized losses of $1.7 million on the sale of these securities as 
compared to gains of $1.8 million in the prior year. Changes in the market value of the investments still held are 
unrealized gains or losses and included in other income (expense). The unrealized loss of these holdings 
decreased by $3.2 million in 2008 as compared to a decrease of $2.6 million in 2007. Other investment income 
decreased by $0.3 million from $0.5 million in 2007 to $0.2 million in 2008. 


Year ended December 31, 2007 compared to year ended December 31, 2006. Other income (expense) 
decreased. The difference between the cost and the market value of our holdings decreased by $2.6 million as 
compared to a $0.7 million increase in the prior year, or a net $3.3 million increase in the unrealized loss year 
over year. Partially offsetting this increase in the unrealized loss was an increase of $1.2 million in realized gains 
on securities in 2007 as compared to 2006. 


Interest Expense 


Year ended December 31, 2008 compared to year ended December 31, 2007. Interest expense was mainly 
comprised of interest expense on the intercompany debt with PNX, but also includes interest and dividend 
income earned. On December 31, 2007, $325 million of debt obligations to PNX was extinguished through loan 
forgiveness. This, and to a lesser degree the $3.0 million of quarterly debt repayments on the remaining 
intercompany debt, resulted in a decrease in interest expense of $24.1 million in 2008 as compared to 2007. 
Interest and dividend income decreased by $0.7 million due to lower interest rates and dividend yields on our 
cash holdings during 2008. 


Year ended December 31, 2007 compared to year ended December 31, 2006. Interest expense was mainly 
comprised of interest expense on the intercompany debt with PNX, but also includes interest and dividend 
income earned. Interest expense in 2007 was lower by $3.4 million as compared to 2006 due to lower interest 
rates of variable rate notes as well as lower renegotiated fixed interest rates. The $57.2 million remaining portion 
of a promissory note agreement with a subsidiary’s minority members to finance the remainder of that 
subsidiary’s acquisition was paid in early 2007 thereby reducing interest expense by $2.8 million in 2007. The 
$25.0 million outstanding on an unsecured revolving credit facility with outside lenders was repaid in 2006 
further reducing interest expense by $0.5 million in 2007. Interest and dividend income increased to $1.6 million 
in 2007 from $1.5 million in 2006. 


Income Tax Expense 


Year ended December 31, 2008 compared to year ended December 31, 2007. Our income tax benefit 
increased from $6.0 million in 2007 to $61.5 million in 2008 due to the net loss generated in 2008 partially offset 
by a $95.2 million increase in our valuation allowance. Upon completion of the spin-off on December 31, 2008, 
in assessing the need for a valuation allowance against our deferred tax assets, the Company believes, based on 
the weight of available evidence, that it is more likely than not that the deferred tax asset will not be realized 
because certain potential tax planning strategies available to PNX will no longer be available to the Company. 


Year ended December 31, 2007 compared to year ended December 31, 2006. Our income tax benefit 
decreased from $26.8 million in 2006 to $6.0 million in 2007 primarily due to a decrease in our pretax loss from 
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$74.4 million in 2006 to $20.1 million in 2007. The rate of our income tax benefit decreased from 36% to 30% 
primarily due to a shift in income between certain affiliates which significantly impacted state taxes as the shift 
was to affiliates in higher tax jurisdictions. 


Effects of Inflation 


For years 2008, 2007 and 2006, inflation did not have a material effect on our consolidated results of 
operations. 


Liquidity and Capital Resources 
Certain Financial Data 


The following table summarizes certain key financial data relating to our liquidity and capital resources: 


As of December 31, 
2008 2007 2006 


($ in millions) 


Balance Sheet Data 


Cash and cash equivalents ...... 0... cee eee cent ee ene e nee nes $51.1 $36.8 $ 33.9 
Marketable:securities) as gadis s.cgc es obra sop ase lk ign lear aidea gndtand dente adele atceap aualbceecbo gee 6.4 14.4 14.5 
Current portion of notes payable ....... 0.0.02. eee eee 4.0 12.0 69.2 
Long-term notes payable and other debt .......... 0.0.00... e eee eee eee 16.0 30.0 367.0 
Convertible preferred securities .. 0.0... 2. cee ene 45.0 — — 
Working capital): 2244.c4ec Ve bck ve cok Bho bat tee dekh cde pane oe bed wees $33.2 $(3.2) $(58.0) 
Years Ended December 31, 
2008 2007 2006 
Cash Flow Data 
Provided by (used in) 
Operating AChyItles + ..p52.0nns 2 tesla Speed ieee see Sa nee add Aa yap ee andes $64 $13.0 $ 15.9 
Investing activities: 2..25.0424 Veeder ond Soa Ree eed ete O46 eo bok (6.0) (1.7) (8.0) 
Fifiancine ACUVINES: ox ews oi cee dled oh Awad he ee SAA ees Me eee walk 13.9 (8.3) 2.2 
BBA (2) aster ceuiah tvtceudie es a.gnstanetcntiarn wiacdha @ Gig eea- dep eeiena tee tendameaela ten laed $(2.4) $38.1 $ 26.2 


(1) Working capital is defined as current assets less current liabilities. 

(2) EBITDA is a non-GAAP liquidity measure defined as net income before interest expense, income taxes, 
depreciation and amortization. For a reconciliation of EBITDA to cash flows from operations, see 
“Supplemental Liquidity Measure” below. The results include $7.5 million, $5.8 million and $0.3 million 
related to non-cash stock based compensation expenses and unrealized mark-to-market adjustments in 2008, 
2007 and 2006, respectively. Adjusting for these items, EBITDA would have been $5.1 million, $43.9 
million and $26.5 million in 2008, 2007 and 2006, respectively. 


At December 31, 2008, we had working capital of $33.2 million. We believe that our available cash, 
marketable securities and cash expected to be generated from operations will be sufficient to fund our expected 
current operations and capital requirements in the short-term, which we consider to be the next twelve months. 


The current economic environment and capital markets continue to be unpredictable, which impacts the 
uncertainty of future financial projections. Our ability to meet our future cash needs, including debt obligations, 
payment of preferred stock dividends and other operating requirements, will depend upon our future operating 
performance, assets under management, the mix of our assets under management, general economic conditions 
and the performance of the global capital markets, some of which are beyond our control. Additional matters that 
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could impact our liquidity include any further deterioration in the global economy and capital markets, 
unforeseen cash or operating requirements, and access to financing. Our ability to obtain additional financing 
depends upon many factors, including our historical operating performance and prospects, external economic 
conditions, liquidity in the credit markets, and our creditworthiness. In the event that we require additional debt 
or equity financing, there can be no assurance that we will be able to obtain such financing at the times or in the 
amounts needed or on satisfactory terms. If we are unable to obtain such financing or capital, we may be forced 
to incur unanticipated costs, revise our operating plans and significantly reduce expenditures. 


Our near-term capital requirements include principal and interest payments on the $20.0 million note. The 
Company is obligated to make quarterly principal payments on this note, together with accrued interest. During 
2009, the principal repayment obligation is a total of $4.0 million, $1.0 million each quarter. Incentive 
compensation, generally the Company’s largest annual operating cash payment, is paid in the first quarter. The 
Company had $17.7 million of incentive compensation payable at December 31, 2008. Short term capital 
requirements may also include $0.9 million quarterly dividends (as declared by our board of directors) on our 
$45.0 million outstanding Series B Convertible Preferred Shares. The dividend can be paid in cash or, at the 
election of the board of directors, may be paid in additional convertible preferred shares. The Phoenix Loan 
Agreement restricts us from paying any dividends to the extent we are not in compliance with covenants or in 
excess of the amount of our EBITDA, as determined under the Phoenix Loan Agreement, earned by us for the 
completed quarter. 


Our long-term capital requirements include principal and interest payments on our $20.0 million note. 
During fiscal 2010, the principal repayment is $16.0 million, $4.0 million per quarter. Additional long-term 
capital requirements could include seed money for new products, infrastructure improvements and, possibly, 
strategic acquisitions. We anticipate possibly re-deploying a portion of our $6.4 million of marketable securities, 
to new investments in 2009. The marketable securities are liquid investments and there are no limits on our 
ability to withdraw if needed. 


The financial markets are experiencing a period of significant decline and volatility, which has impacted the 
value of our assets under management and resulted in lower fee revenues. For the three months ending 
December 31, 2008, our assets under management, excluding Goodwin, decreased by $4.3 billion. Should assets 
remain at this level, revenues, cash flow and net income would continue to be negatively impacted. Reductions in 
related variable expenses, primarily incentive compensation and distribution costs, would marginally compensate 
for this loss of revenue but the Company would experience a material reduction in income from operations. 


Balance Sheet 


Cash and cash equivalents consist of cash in banks and highly liquid affiliated money market mutual fund 
investments. Cash and cash equivalents typically increase in the second, third and fourth quarters of the year as 
we accrue for, but do not pay, variable compensation for our affiliated managers. Historically, annual incentives 
are paid in the first quarter of the year. Marketable securities consist primarily of our affiliated mutual fund 
shares and other proprietary strategies. We provide capital for funds and strategies in their early stages of 
development. Current portion of notes payable represents notes due within twelve months of the date of the 
financial statements. Our notes payable decreased from $42.0 million in the prior year by $22.0 million during 
2008 as we made our scheduled $3.0 million quarterly note repayments in each of the four quarters of 2008 and a 
one-time $10.0 million repayment on December 31, 2008 to PNX. 


Operating Cash Flow 


Net cash flow provided by operations generally represents net income plus non-cash charges for 
amortization, deferred taxes, equity-based compensation and depreciation, as well as net changes in our working 
capital. Net cash provided by operating activities of $6.4 million for the year ended December 31, 2008 
decreased by $6.6 million from the prior year primarily due to the decrease in our operating results due to the 
significant market declines partially offset by the decrease in our interest expense as a result of the debt 
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forgiveness by PNX on December 31, 2007. Net cash provided by operating activities was $13.0 million and 
$15.9 million for the years ended December 31, 2007 and December 31, 2006, respectively, as operating income, 
excluding non-cash impairment and amortization charges, more than offset debt-related interest payments. 


Investing Cash Flow 


Net cash used in investing activities consists primarily of capital expenditures related to our business 
operations, purchases of investment contracts and purchases of available-for-sale securities. Cash used in 
investing activities of $6.0 million for the year ended December 31, 2008 was primarily for the purchase of 
capital items related to the relocation of our corporate office as a result of the spin-off and the relocation of one 
of our affiliate offices. Net cash used in investing activities of $1.7 million and $8.0 million for the years ended 
December 31, 2007 and December 31, 2006, respectively, was for the purchase of investment management 
contracts, primarily the Harris Insight funds. 


Financing Cash Flow 


Net cash flows used in or provided by financing activities consists primarily of borrowings or repayments of 
debt and capital contributions from PNX prior to the spin-off. Cash flows from financing activities were $13.9 
million in 2008 primarily as a result of the proceeds from the issuance of the Series B convertible preferred stock. 
In the fourth quarter of 2008, the Company, PNX and Phoenix Investment Management (“PIM”) entered into an 
agreement with Harris Bankcorp, pursuant to which Harris Bankcorp acquired $45.0 million of convertible 
preferred stock of the Company representing a 23% equity position in the Company on a fully-diluted basis. The 
Company received $35.0 million of proceeds from this transaction. The Company made a one-time $10.0 million 
repayment made on the previous Phoenix Life facility. Net cash used in financing activities was $8.3 million in 
2007 due to the $57.2 million repayment of a promissory note to the former minority members of an affiliate to 
finance the remainder of an acquisition and note repayments totaling $12.0 million on the previous Phoenix Life 
facility partially offset by capital contributions of $60.9 million from PNX. Net cash from financing activities in 
2006 was $2.2 million resulting from borrowings and capital contributions from PNX nearly offset by debt 
repayments. 


Long-term notes payable 


Long-term notes payable at December 31, 2008 consists of a note payable to Phoenix Life. In connection 
with the spin-off, the Company refinanced its existing loan with Phoenix Life. In connection with that 
refinancing we made a one-time prepayment of $10.0 million on the outstanding indebtedness to Phoenix Life. 
The Company currently has $20.0 million of debt with Phoenix Life, secured by all of the Company’s assets. We 
currently have no other outstanding debt. See Note 9 to our consolidated financial statements for additional 
information on this indebtedness. 


The Company is obligated to make quarterly principal payments on this loan, together with accrued interest. 
During 2009, the principal payment obligation is $4.0 million, $1.0 million each quarter and, during fiscal 2010, 
it is $16.0 million, $4.0 million each quarter. The loan matures on December 31, 2010. The interest rate for the 
loan is 9.0% per annum. After the loan maturity date, or during any period of default, the loan will bear interest 
at 11.0% per annum. Under the loan, should the Company or any of its subsidiaries incur any new indebtedness 
or issue any new capital stock, the net cash proceeds are to be applied to the repayment of the loan. 


The Company is subject to various covenants under the loan, including that the Company generally may not 
without Phoenix Life’s consent (i) incur additional indebtedness or create additional liens; (ii) enter into any 
merger, consolidation or similar transaction or dispose of all or substantially all of its property or business; or 
(iii) declare or pay any dividend if a default or event of default exists or would result therefrom or, pay any 
dividend in excess of 100% of the prior quarter’s EBITDA, as adjusted for specific non-cash items including 
amortization or impairments of intangible assets and stock-based compensation and applicable accounting 
standard changes, in each case as mutually agreed by the Company and Phoenix Life. 
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Under the loan, the Company must also maintain certain financial covenants, including (i) an adjusted 
EBITDA to total interest expense ratio of not less than 4.00 to 1.00 for any four consecutive quarters; (11) an 
adjusted EBITDA to senior interest expense ratio of not less than 3.50 to 1.00 for any four consecutive quarters; 
(iii) net worth of at least $135.0 million plus (y) 50.0% of net income for each quarter (without deducting for any 
net losses) and (z) 75.0% of all future equity contributions; (iv) assets under management of at least $18.5 
billion; and (v) an adjusted senior debt to EBITDA ratio of not more than 2.50 to 1.00 for any four consecutive 
quarters. For purposes of the loan, adjusted EBITDA generally means, as of the end of any quarter, net income of 
the Company before interest expense, income taxes, depreciation and amortization expenses, non-cash stock- 
based compensation, unrealized mark-to-market gains and losses and other non-recurring, extraordinary items (as 
mutually agreed upon), for the four quarters then ending, as reported in the Company’s Forms 10-Q and 10-K. 
The terms of this loan required the Company to maintain a minimum net worth of $135.0 million. At 
December 31, 2008, we would not have been in compliance with this covenant as a result of our $127.1 million 
fourth quarter pre-tax non-cash impairment charge related to goodwill and intangible assets recorded on 
December 31, 2008, the date of our spin-off transaction. On March 31, 2009, the Company and PNX amended 
the loan agreement to decrease the minimum net worth covenant from $135.0 million to $50.0 million, effective 
as of December 31, 2008. Our ability to satisfy financial covenants under existing or future credit facilities will 
depend on our future operating performance. 


Series B Convertible Preferred Stock 


In the fourth quarter of 2008, the Company, PNX and PIM entered into an agreement with Harris Bankcorp, 
pursuant to which Harris Bankcorp acquired $45.0 million of convertible preferred stock of the Company 
representing a 23% equity position in the Company on a fully-diluted basis. The Company received $35.0 million 
of proceeds from this transaction in the form of a capital contribution from PNX. 


As of March 1, 2009, 45,000 shares of our Series B Convertible Preferred Stock, $1,000 stated value per 
share, were outstanding. When and if declared by the Company’s board of directors, the holders of the 
Company’s Series B Convertible Preferred Stock are entitled to receive quarterly dividends per share, payable in 
arrears, equal to 8.0% per annum of the stated value then in effect, before any dividends are declared or paid on 
any equity securities of the Company that rank junior to the Series B Convertible Preferred Stock. At the 
discretion of the Company, such dividends may be paid in cash or in additional shares of the Series B 
Convertible Preferred Stock. Dividends payable on the Series B Convertible Preferred Stock are cumulative and 
accumulate daily, whether or not declared and whether or not there are net profits or surplus legally available for 
their payment. Under the Phoenix Life Loan Agreement, dividends payable on the Series B Convertible Preferred 
Stock for any quarter may not exceed the amount of EBITDA (as defined in the Phoenix Life Loan Agreement) 
earned for the quarter, and are also restricted from being declared and paid if a default or event of default exists. 
A dividend was declared by our board of directors on April 6, 2009 after it was determined that the Company 
was in compliance with all debt covenants of the Phoenix Life Loan Agreement, as amended on March 31, 2009, 
effective as of December 31, 2008. 


Refinancing of Existing Debt 


The Company has been seeking to obtain financing to retire the remainder of its secured debt obligation to 
Phoenix Life and to provide for other future cash needs. Potential types of financing arrangements could include 
secured or unsecured credit facilities, lines of credit, or other bank financing arrangements. Our ability to obtain 
additional financing as and when needed depends upon many factors, including our historical operating 
performance and prospects, external economic conditions, liquidity in the credit markets and our credit 
worthiness. In December 2008, the Company had entered into a commitment with a commercial bank to act as 
the lead arranger for a proposed senior secured revolving credit facility, which expired in February 2009 and the 
Company continues to be in discussions with the lead arranger concerning a possible new loan facility which 
would be used to repay the outstanding Phoenix Life loan as well as provide additional capacity for future cash 
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needs. Given the continued weakness in the credit markets and our limited operating history as a stand-alone 
independent company, there can be no assurance that we will obtain such financing, in which case we would 
continue to use our existing cash and cash flow from operations to satisfy our cash needs. 


Supplemental Liquidity Measure 


As supplemental information, we provide information regarding EBITDA, defined as earnings before 
interest expense, income taxes, depreciation and amortization, a non-GAAP liquidity measure. This measure is 
provided in addition to, but not as a substitute for, cash flow from operations. EBITDA, as calculated by us, may 
not be consistent with computations of EBITDA made by other companies. As a measure of liquidity, we believe 
that EBITDA is a useful indicator of our ability to service debt, make new investments and meet working capital 
requirements. We further believe that many investors use this information when analyzing the financial position 
of companies in the asset management industry. The following table provides a reconciliation of cash flow from 
operations to EBITDA: 


Years Ended 
(S$ in millions) 2008 2007 2006 
Cash flow from operations ....... 2.0.0... cece eee eee eee $ 64 $13.0 $15.9 
Interest expense: s ieick cease eda eth aa aba ede ee Nae 2.6 26.7 33.4 
Current tax benefit 2.0.0... eect e eee (61.5) (6.0) (26.8) 
Changes in assets and liabilities and other adjustments (1) ............ 50.1 4.4 3.7 
EFBITDA(2): o:350:24 weeesaed ieee ee peated OSes Meet oa waa e Beano $ (2.4) $38.1 $26.2 


(1) Adjustments necessary to reconcile net loss to cash flow from operating activities. 

(2) EBITDA is a non-GAAP liquidity measure defined as net income before interest expense, income taxes, 
depreciation and amortization. For a reconciliation of EBITDA to cash flows from operations, see 
“Supplemental Liquidity Measure” below. The results include $7.5 million, $5.8 million and $0.3 million 
related to non-cash stock based compensation expenses and unrealized mark-to-market adjustments in 2008, 
2007 and 2006, respectively. Adjusting for these items, EBITDA would have been $5.1 million, $43.9 
million and $26.5 million in 2008, 2007 and 2006, respectively. 


Limitations of EBITDA 


Because EBITDA is calculated before certain recurring cash charges, including interest expense and taxes 
and other recurring cash requirements of the business, it should not be considered as a measure of discretionary 
cash available to invest in the growth of the business. See the Consolidated Statements of Cash Flows in the 
consolidated financial statements included elsewhere in this Annual Report. As a non-GAAP liquidity measure, 
EBITDA has certain material limitations as follows: 


e It does not include interest expense. Because the Company has borrowed money to finance some of its 
operations, interest is a necessary part of the Company’s costs and ability to generate revenue. 
Therefore, any measure that excludes interest has material limitations. 


e It does not include amortization expense. Although amortization expenses represent non-cash charges 
that do not directly affect the current cash position of the Company, the expenses represent a loss in 
value of previously acquired investment advisory contracts which provide the Company with the ability 
to generate revenue. The decrease in value may be indicative of future needs for the development or 
acquisition of investment advisory contracts or relevant trends causing asset value changes. Therefore, 
any measure that excludes amortization has material limitations. 


¢ It does not include depreciation expense. Although depreciation expenses represent non-cash charges 
that do not directly affect the current cash position of the Company, the expenses represent the wear 
and tear and reduction in value of property and other capital assets of the Company which may be 
indicative of future needs for capital expenditures. Therefore, any measure that excludes depreciation 
has material limitations. 
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e It does not include taxes. Because the payment of taxes is a necessary and ongoing part of the 
Company’s operations, any measure that excludes taxes has material limitations. 


e It does not use stock-based compensation, unrealized mark-to-market adjustments on marketable 
securities and other adjustments to reconcile net loss to cash flow from operating activities. 


Contractual Obligations 
The following table summarizes our contractual obligations as of December 31, 2008: 


Payments Due 


Less Than More Than 
Total 1 Year 1-3 Years 3-5 Years 5 Years 
($ in millions) 
Operating lease obligations (1)........... $13.1 $2.6 $ 4.0 $2.3 $4.2 
Secured loan including interest (2)........ 22.6 3.7 16.9 — 
WOtAl sche tinc ht ttt need Shaws hades $35.7 $8.3 $20.9 $2.3 $4.2 


(1) Amounts shown are net of income from subleases. 

(2) Wecurrently have a secured loan with Phoenix Life. The principal balance at December 31, 2008 is $20.0 
million. The agreement matures at the end of 2010. The Company is required to make principal payments of 
$1.0 million at the end of each quarter of 2009 and $4.0 million at the end of each quarter of 2010. The loan 
bears interest at an annual rate of 9.0%. 


The table also does not include the 8% annual cumulative dividend on our Series B Convertible Preferred 
Stock, payable quarterly, in cash or in additional shares of Series B Convertible Preferred Stock. In addition, in 
certain cases, Harris Bankcorp can put the Series B Convertible Preferred Stock to the Company which is not 
reflected in the above table. For additional information concerning the Series B Convertible Preferred Stock, see 
“Series B Convertible Preferred Stock” above. 


Impact of New Accounting Standards 


For a discussion of accounting standards, see Note 2 to our consolidated financial statements for more 
information. 


Critical Accounting Estimates 


Our financial statements and the accompanying notes are prepared in accordance with Generally Accepted 
Accounting Principles (“GAAP”), which requires the use of estimates. Actual results will vary from these 
estimates. Management believes the following critical accounting policies are important to understanding our 
results of operations and financial position. 


Goodwill 


As of December 31, 2008, the carrying amount of goodwill was $4.8 million. Goodwill represents the 
excess of purchase price of acquisitions and mergers over the fair value of identified net assets and liabilities 
acquired. For goodwill, impairment tests for the Company are performed annually, or more frequently, should 
circumstances change which would indicate the fair value of goodwill is below its carrying amount. We have 
determined that the Company has only one reporting unit. 


During 2008, in addition to our annual assessment of goodwill, we also performed a goodwill impairment 
test at the date of the spin-off and as a result of the changes in the market environment, specifically the equity 
market declines and a marked decrease in credit market liquidity. We recorded total goodwill impairments of 
$449.0 million for the year ended December 31, 2008. 
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To determine the reporting unit fair value at annual and interim testing dates, management used a composite 
valuation derived from the methodologies described below. 


Market-based multiple model—The significant assumptions used in assessing the implied valuation include 
the average trading multiples of peer asset management companies based on revenues. The average revenue 
multiple used was 1.2x revenues. A 10.0% decrease in the revenue multiple used would have increased the 
impairment charge by $4.5 million. 


Discounted cash flow model—The significant assumptions used in the discounted cash flow model include 
projected revenue growth rates, operating margins and the discount rate used to determine the present value of 
the cash flows. Projected revenues are assumed to have a 5.0% long-term growth rate, operating margins are 
estimated at approximately 12.0% and projected net cash flows are discounted at 17.0% to determine the present 
value. The discount rate is based on an estimated cost of capital that reflects the current economic conditions. A 
decrease to 2.5% in the growth rate applied to gross revenues would have increased the impairment charge by 
$4.0 million, a decrease of 100 basis points in the operating margin assumption would have increased the 
impairment by $2.0 million and an increase in the discount rate to 19.5% would have increased the impairment 
charge by $4.2 million. 


In addition to the market-based multiple model and discounted cash flow model, to a lesser extent, we also 
considered market capitalization of our Company based on initial trading of our common stock in the first week 
of January 2009, as no trading occurred prior to that date, as well as the implied valuation from the preferred 
equity investment in our Company in the fourth quarter of 2008. 


In weighting the valuation methods described above, we applied a weighting of 40% for both the market- 
based multiple model and the discounted cash flow model. More weight was given to these methods as 
management believes they provide the most consistent and reliable means for which to measure fair value during 
times of significant volatility. The Company weighted the market capitalization method at 10% since the 
Company has no history trading as a public company and volatility in current markets may not provide the most 
accurate depiction of fair value. The Company weighted the implied valuation from preferred stock at 10% since 
the instrument contained features that resemble both debt and equity and, therefore, provides a less reliable 
depiction of pure equity value. Had the Company weighted these four techniques evenly, the impairment charge 
would have increased by $4.5 million. 


Further deterioration in markets or declines in revenue or in the value of the Company would likely result in 
further impairment charges. 


Indefinite-Lived Intangible Assets 


As of December 31, 2008, the carrying values of indefinite-lived intangible assets were $29.5 million. 
Indefinite-lived intangible assets are comprised of investment advisory contracts with affiliated closed-end 
registered investment companies. Indefinite-lived intangible asset impairment tests are performed annually, or 
more frequently should circumstances change which would reduce the fair value below its carrying value. 


During the year ended December 31, 2008, the Company recorded a $43.8 million impairment charge 
related to its indefinite-lived intangible assets. In addition to the required annual test, we determined that 
triggering events had occurred during the year as a result of the changes in the market environment, specifically 
the equity market declines, a marked decrease in credit market liquidity and unprecedented government 
intervention in the financial markets. 


The Company estimated fair value of intangible assets using a discounted cash flow analysis. Management 
believes a discounted cash flow analysis is most appropriate in valuing the indefinite-lived intangible assets 


because it has concluded that it is a likely method that would be utilized by market participants. The key 
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variables impacting the valuation of the intangible assets under this model include the discount rate and assets 
under management related to the relevant investment advisory contracts. The discount rate applied in the 
calculation used by the Company was 17.0%, based on an estimated cost of capital that reflects the current 
economic conditions. A 2.5% increase in the discount rate to 19.5% would result in additional impairment of 
$3.5 million. A 10.0% decrease in assets under management underlying these investment advisory contracts 
would result in additional impairment of $2.9 million. 


Further deterioration in markets or declines in revenue or in the value of the Company would likely result in 
further impairment charges. 


Definite-Lived Intangible Assets 


As of December 31, 2008, the carrying values of definite-lived intangible assets were $31.4 million. 
Definite-lived intangible assets are comprised of acquired investment advisory contracts. The Company monitors 
the useful lives of definite-lived intangible assets and revises the useful lives, if necessary, based on the 
circumstances. Significant judgment is required in estimating the period that these assets will contribute to our 
cash flows and the pattern over which these assets will be consumed. A change in the remaining useful life of any 
of these assets could have a significant impact on our amortization expense. All amortization expense has been, 
and continues to be, calculated on a straight-line basis. 


For definite-lived intangible assets, impairment testing is performed whenever events or changes in 
circumstances indicate that the carrying amount may not be recoverable. If the Company determines the carrying 
value of the definite-lived intangible assets is less than the sum of the undiscounted cash flows expected to result 
from the asset it will quantify the impairment using a discounted cash flow model. 


The key assumptions in the discounted cash flow model include: 
e estimated remaining useful life of the intangible asset; 
e discount rate; 
* investment management fee rates on assets under management; and 


e market expense ratio factor. 


The Company recorded definite-lived intangible assets impairment charges totaling $66.7 million for the 
year ended December 31, 2008. An interim test was triggered by management’s assessment that previous 
declines in assets and revenue supporting the advisory contracts coupled with a notice of termination from one 
large account in February 2008 required such a test. Other impairment tests were performed as the result of 
management’s assessment that the carrying amount of the definite lived intangible assets may not be recoverable 
as a result of changes in the market environment, primarily driven by equity market declines. Other contributors 
to the assessment were a marked decrease in credit market liquidity and unprecedented government intervention 
in the financial markets. 


Of the key assumptions considered, both the remaining useful lives and the discount rate are significant 
assumptions in the discounted cash flow model. A one-year decrease in the remaining useful life of definite-lived 
intangible assets would have resulted in an additional $0.7 million of intangible asset impairments and a 2.5% 
increase from the 17.0% discount rate that was used in the model to a 19.5% discount rate would have increased 
the impairment charge by $1.9 million. 


In 2008, the Company had $5.7 billion of institutional account redemptions. Of that amount, $5.3 billion 
was from one affiliated manager, of which $3.7 billion was from a single account relationship. The Company 
believes that the useful life for the remaining $2.1 million of institutional definite-lived intangible assets is 
approximately nine years given the characteristics of the remaining assets under management. These 
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characteristics include both long standing relationships with remaining clients and product performance of 
remaining assets under management. Management estimates remaining useful lives using its historical 
experience and long-term operating trends. This results in a range of 2-16 years, depending on the product. 


For investment management fee rates, we use contractually stated rates for mutual funds and average basis 
points earned for the other products. The discount rate reflects the current estimated cost of capital of the 
Company and the market expense ratio factor applied reflects an acquiror’s expected margin from the asset. 


Further deterioration in markets or declines in revenue or in the value of the Company would likely result in 
further impairment charges. 


Revenue Recognition, Investment Management Fees 


We earn revenue by providing investment management services pursuant to the terms of the underlying 
advisory contracts and such revenue is based on a contractual investment advisory fee applied to the assets in 
each portfolio. Any fees collected in advance are deferred and recognized over the period earned. 


The ultimate responsibility for valuing our mutual fund assets under management rests with the funds’ 
respective boards of directors. Primary responsibility for valuing our separately managed accounts and 
institutional accounts rests with the account custodians. 


Given our reliance on the data provided to us by the mutual funds and the custodians in the pricing of the 
assets under management, which is not reflected within our consolidated financial statements, management has 
adopted policies and procedures to govern the valuation process and ensure consistency in the application of its 
revenue recognition policy. Management oversees numerous controls and protocols over the valuation of the 
mutual funds’ assets under management including: nightly variance testing, purchase/disposition verification, 
monthly comparatives of broker-priced fixed income securities and stale pricing review. 


The boards of our mutual funds have formal, approved pricing policies and procedures for their investment 
management companies to follow. Pursuant to these policies and procedures, the boards of the mutual funds have 
formed valuation committees that are responsible for setting valuation procedures. The valuations of the mutual 
fund assets under management vary by security type. Equity securities are generally valued at the official closing 
price on the exchange on which the securities are primarily traded or, if no closing price is available, at the last 
bid price. Debt securities are generally valued on the basis of broker quotations or valuations provided by market 
data reporting services which utilize information with respect to recent sales, market transactions in comparable 
securities, quotations from dealers and various relationships between securities. Certain foreign common stocks 
may be independently valued if closing prices are not readily available or are deemed not reflective of readily 
available market prices. Short-term investments, including money-market holdings, are recorded at amortized 
cost, which approximates market. In light of the current illiquidity and credit crisis in the short term commercial 
paper market, in May 2008, we implemented additional review procedures and began to shadow price our money 
market funds on a daily basis to ensure they were within acceptable tolerances. 


Contractually, we are not the primary agent in determining the fair values of the assets of separately 
managed accounts and institutional accounts, and we do not have access to the precise fair value method used by 
the custodians responsible for such valuations. For custodial pricing processes, management has established 
internal procedures to corroborate that custodial pricing appears adequate. Management has developed processes 
to ensure valuation discrepancies are investigated and resolved with the custodian. 


Management has identified four primary pricing methodologies applied to its assets under management: 
e Cash and cash equivalents—based on verifiable holdings in funds; 
¢ Independent pricing service; unadjusted market quotes—valuations delivered to the funds based on 


active, liquid market inputs; largely represent the equity securities held in the mutual fund portfolios; 
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e Amortized cost—valuations for all money market holdings and any short term investments having a 
remaining maturity of 60 days or less; and 


e Independent prices; observable market inputs—valuations provided from broker dealers where prices 
are often determined by a market-maker’s price levels; included in this category are international 
equity securities and debt securities. 


The sources of fair values of the assets under management (including those assets managed by Goodwin in 
2007 and 2006) of our mutual funds were as follows: 


As of December 31, 
2008 2007 2006 
AUM % AUM % AUM % 


($ in billions) 


Cash and cash equivalents ......... 00... eee eee eee eee ee $ 0.6 4% $ 0.9 4% $ 0.5 2% 
Independent pricing service; unadjusted market quotes .......... 5.2. 34% 8.7 39% 10.3 47% 
AMOTIZEd: COSU scc.eegs. ou wa ee be soe ee Ss hdnG eet ae ea oe 47 30% 5.8 26% 5.7 26% 
Independent prices; observable market inputs .................. 49 32% 69 31% S54 25% 


$15.4 100% $22.3 100% $21.9 100% 


The sources of fair values of the assets under management (including those assets managed by Goodwin in 
2007 and 2006) of our separately managed accounts and institutional accounts were as follows: 


As of December 31, 
2008 2007 2006 
AUM % AUM % AUM % 


($ in billions) 


Cash and cash equivalents ..... 2.0.2... 00. c cece eee $0.1 2% $ 0.3 2% $ 0.1 1% 
Independent pricing service; unadjusted market quotes ........... 3.2 50% 64 39% 90 47% 
AMOTMIZEd COSE 3.0.66 de rede Gewese ewe eden — 0% 0.2 1% 0.2 1% 
Independent prices; observable market inputs .................. 3.1 48% 97 58% 98 51% 


$6.4 100% $16.6 100% $19.1 100% 


Fees related to structured finance products include collateralized loan obligations (“CLOs”) and 
collateralized debt obligations (“CDOs”) and consist of both senior management fees and subordinate 
management fees. Senior management fees on the CLOs and CDOs are calculated with the contractual fee rate 
applied against the current par value of the total collateral being managed. Subordinate management fees, also 
calculated with the contractual fee rate applied against the current par value of the total collateral being managed, 
are recognized only after certain portfolio criteria, such as interest coverage and asset over-collateralization 
levels, are met. 


Distribution and service fees are earned based on a percentage of assets under management and are paid 
pursuant to the terms of the respective distribution and service fee contracts, which require a monthly payment 
from affiliated mutual funds. 


Administration and transfer agent fees consist of administrative fees, shareholder service agent fees, fund 
administration fees, dealer concessions and transfer agent fees. Dealer concessions and transfer agent fees earned 
net of related expenses from the distribution and sale of affiliated mutual fund shares and other securities are 
recorded on a trade date basis. 
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Accounting for Income Taxes 


The Company had historically been included in the consolidated federal income tax return filed by PNX and 
was a party to a tax sharing agreement by and among PNX and its subsidiaries. In accordance with this 
agreement, federal income taxes were allocated as if they had been calculated on a separate company basis, 
except that benefits for any net operating loss were provided to the extent such loss was utilized in the 
consolidated federal tax return. As such, the consolidated tax provision was an aggregation of the allocation of 
taxes to the subsidiaries of PNX. Deferred tax assets and/or liabilities were determined by multiplying the 
differences between the financial reporting and tax reporting bases for assets and liabilities by the enacted tax 
rates expected to be in effect when such differences were recovered or settled. The effect on deferred taxes of a 
change in tax rates was recognized in income in the period that included the enactment date. 


Significant judgment is required in determining the provision for income taxes and, in particular, any 
valuation allowance recorded against our deferred tax assets. Deferred taxes mainly relate to net operating losses 
and intangible assets. Upon completion of the spin-off on December 31, 2008, in assessing the need for a 
valuation allowance against our deferred tax assets upon the distribution of our common stock to the stockholders 
of PNX, the Company believes, based on the weight of available evidence, that it is more likely than not that the 
deferred tax asset will not be realized because certain potential tax planning strategies available to PNX will no 
longer be available to the Company. The valuation allowance of $105.8 million has been determined based on 
our estimates of taxable income by each jurisdiction in which we operate over the periods in which the deferred 
tax assets will be recoverable. Changes in this allowance could have a material effect on our financial position 
and results of operations. 


We concluded that a valuation allowance on substantially all of the Company’s deferred tax assets at 
December 31, 2008 is required. Our methodology for determining the realizability of deferred tax assets involves 
estimates of future taxable income from our operations and consideration of available tax planning strategies and 
actions that would be implemented by us, if necessary, as well as the expiration dates and amounts of 
carryforwards related to net operating losses and capital losses. These estimates are projected through the life of 
the related deferred tax assets based on assumptions that we believe to be reasonable and consistent with 
demonstrated operating results. The projection also includes consideration of the reversal of deferred tax 
liabilities that are in the same period and jurisdiction and are of the same character as the temporary differences 
that gave rise to the deferred tax assets. Changes in future operating results not currently forecasted may have a 
significant impact on the realization of deferred tax assets. 


The information used to support the projection of future taxable income was derived from the same 
anticipated future trends used to support the calculations in our goodwill and intangible asset impairment 
analyses. However, when performing the assessment of the need for a valuation allowance under Statement of 
Financial Accounting Standards (‘SFAS”) No. 109, “Accounting for Income Taxes”, paragraph 25 requires that 
the evidence be weighted to the extent to which it can be objectively verified. Aspects of the projections used in 
our impairment analyses, while fair and reasonable, may not be highly objectively verifiable. Accordingly, 
certain assumptions, such as those for future growth, were not included in our SFAS 109 analysis because those 
assumptions would not carry sufficient weight to support realization of deferred tax assets. 


In connection with the spin-off, the Company entered into a tax separation agreement with PNX on 
December 18, 2008, as amended on April 8, 2009. PNX has historically filed consolidated federal income tax 
returns, which included Virtus as a wholly owned subsidiary. At December 31, 2008, excluding the impact of the 
valuation allowance, gross deferred tax assets of $112.5 million are recorded in the Company’s financial 
statements, attributable primarily to tax basis in excess of financial reporting basis in certain Company 
intangibles that are expected to be retained by the Company in connection with the terms of the tax separation 
agreement, as amended. The final election to allocate federal income tax attributes is expected to be made by 
PNX upon the filing of their consolidated federal income tax return for the year ended December 31, 2008, which 
is due to be filed on or before September 15, 2009. The tax separation agreement, as amended, provides that PNX 
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will make specific elections and waivers intended to preserve the Company’s tax basis in intangible assets. In the 
event that some or all of the tax attributes we expect to retain are ultimately not available to us, it would reduce 
or eliminate a portion of these deferred tax assets. 


Uncertain tax positions taken by the Company are accounted for under FASB Interpretation (FIN) 48, 
“Accounting for Uncertainty in Income Taxes”, which may require certain benefits taken on a tax return to not be 
recognized in the financial statements when there is the potential for certain tax positions to be successfully 
challenged by the taxing authorities. 


Loss Contingencies 


The likelihood that a loss contingency exists is evaluated using the criteria of SFAS No. 5, “Accounting for 
Contingencies,” and is recorded if the likelihood of a loss is considered both probable and reasonably estimable 
at the date of the financial statements. 


Capital and Reserve Requirements 


We currently have one subsidiary that is a broker-dealer registered with the SEC and is therefore subject to 
certain rules regarding minimum net capital, as defined by those rules. The subsidiary is required to maintain a 
ratio of “aggregate indebtedness” to “net capital,” as defined, which may not exceed 15 to 1 and must also 
maintain a minimum amount of net capital. Failure to meet these requirements could result in adverse 
consequences to us including additional reporting requirements, tighter ratios and business interruption. At 
December 31, 2008 and December 31, 2007, the ratio of aggregate indebtedness to net capital of the 
broker-dealer was well below the maximum allowed and the minimum net capital was well in excess of that 
required. 


Series B Convertible Preferred Stock 


There are currently $45.0 million of our Series B Convertible Preferred Stock (‘Series B’’) outstanding. 


When and if declared by our Board, the holders of our Series B are entitled to receive dividends per share 
equal to 8.0% per annum of the stated value then in effect, before any dividends are declared or paid upon any 
equity securities of the Company that rank junior to the Series B with respect to payment of dividends or rights 
upon liquidation. Subject to certain limitations, such dividends may be paid in cash or additional shares of our 
Series B at the discretion of the Company. In addition, the holders of our Series B are entitled to share in any 
dividends paid on shares of our common stock pro rata with the holders of our common stock, as if the Series B 
had been converted into shares of common stock immediately prior to the record date for determining the 
stockholders eligible to receive such dividends. 


Dividends payable on our Series B are cumulative and will continue to accumulate daily, whether or not 
declared and paid and whether or not there are net profits legally available for the payment of dividends. Subject 
to certain exceptions, if the Company fails to pay any dividend required to be paid to the holders of the Series B, 
no dividends may be declared or paid on any common stock or other junior stock, and no redemption, or 
acquisition of our common stock may be made by the Company, until all required dividends on our Series B have 
been paid in full. 


In the event that the Company at any time elects to pay the quarterly dividend on the Series B in additional 
shares of such preferred stock, any such issued dividend preferred shares could also be converted into shares of 
the Company’s common stock, which, if such conversion were to occur, would result in additional dilution of the 
Company’s common stock. In addition, such additional shares of Series B would generally be entitled to all other 
rights of such preferred stock, including the right to participate in future quarterly dividend payments on the 
Series B and voting rights. 
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Future Equity Financing 


For so long as Harris Bankcorp or any of its affiliates holds at least 10% of our outstanding common stock 
(including shares issuable on the conversion of our Series B), and subject to receipt of the approval by the board 
of directors and shareholders of our funds, if at any time prior to the 24 month anniversary of the sale of the 
Series B we determine to raise equity financing for the purpose of financing our business (other than shares 
issued pursuant to any employee benefit plan, in connection with the acquisition of another company or pursuant 
to any stock split, stock dividend or recapitalization by the Company), we must offer Harris Bankcorp the initial 
opportunity to provide such financing up to a principal amount of $25 million of newly issued preferred stock. 
Such newly issued preferred stock shall have the same terms as the Series B, except with respect to the 
conversion price. The conversion price for such new preferred stock will be the lower of (i) the then applicable 
conversion price of the Series B and (ii) the current per share volume-weighted average price of our common 
stock over the ten trading days immediately prior to the consummation of this additional financing right. As a 
result, should Harris Bankcorp choose to exercise the right it could cause the financing to be more expensive than 
financing we might otherwise obtain in the absence of such right. 


Through December 31, 2010, in the event that Harris Bankcorp exercises this additional financing right and 
beneficially owns in excess of 33% of our outstanding common stock (including shares issuable on the 
conversion of our Series B) after giving effect to such additional financing right, Harris Bankcorp will have the 
right to appoint one (1) additional member to our Board, subject to regulatory considerations. If the 
consummation of such additional financing by Harris Bankcorp would result in an assignment of the investment 
advisory contracts of our clients (within the meaning of the Investment Company Act and the Advisers Act), then 
the Company and Harris Bankcorp would structure the new securities to be issued (including, without limitation, 
by altering voting rights granted to Harris Bankcorp) to ensure that such an assignment will not occur. 


Investor Put Right; Company Call Option 


At any time on or after the third anniversary of October 31, 2008, Harris Bankcorp has the right (the “put 
right”) to require the Company to repurchase 9,783 shares of the Series B for a purchase price (the “‘put price’’) 
equal to the liquidation preference of such Series B (and all accumulated and unpaid dividends and accrued 
interest thereon). The put price may be payable by the Company in cash or, at the election of the Company, with 
two senior promissory notes each having an aggregate principal amount equal to one-half (1/2) of the put price, 
with interest at LIBOR plus 3% per annum, the first note maturing one year from the put closing date and the 
second note maturing two years from the put closing date. The put is guaranteed by PNX. 


The Company has the option (the “call option’’) at any time after October 31, and prior to any exercise of the 
put right, to repurchase from Harris Bankcorp 9,783 shares of the shares of Series B then held by Harris 
Bankcorp, for a purchase price (the “call price”) equal to the liquidation preference of such shares (including all 
accumulated and unpaid dividends and accrued interest thereon). 


The put right and the call option will expire at anytime the average closing price on the applicable stock 
exchange for the Company common stock during any five (5) consecutive trading day period exceeds the 
conversion price per share of the Series B. The put right and the call option will also expire as to any shares of 
the Series B converted into Company common stock. 


Liquidation Preference 


Upon a liquidation, winding up or dissolution (each, a “liquidation’’) of the Company, after satisfaction of 
creditors and before any distribution or payment is made to holders of any junior stock, each holder of Series B 
will be entitled to receive a per share amount equal to the greater of (i) the stated value then in effect, plus any 
accumulated but unpaid dividends thereon through the date of liquidation, or (ii) the amount holders of Series B 
would be entitled to receive immediately prior to such liquidation if their Series B were converted into Company 
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common stock at the conversion rate then in effect immediately prior to such liquidation, plus all declared 
accumulated but unpaid dividends on our Company common stock through the date of liquidation (the greater of 
(i) and (ii) is called the “liquidation preference’). 


Conversion 


Holders of Series B may convert any or all of their shares into shares of Company common stock at any 
time at the conversion rate set out below. In the event that the holders of a majority in liquidation preference of 
the then outstanding Series B approve a mandatory conversion of the Series B, all of the shares of Series B then 
outstanding will be converted automatically into shares of Company common stock at the conversion rate set out 
below. 


The conversion rate for each share of Series B is currently 38.3139 shares of our common stock per each 
share of Series B. The conversion rate is subject to customary anti-dilution adjustments. In the event that the 
closing price of our common stock exceeds 175% of the then applicable conversion price for at least twenty days 
out of the previous thirty days on which our common stock has traded, we may elect to cause each share of Series 
B to be converted into shares of our common stock at the conversion rate then in effect. However, holders of 
Series B may elect to retain their shares of Series B and forfeit their right to thereafter participate in any 
dividends paid on our common stock. 


Redemption 


At any time after the sixth year anniversary of October 31, 2008, we will have the option, on not less than 
30 days’ notice to all holders, to redeem all (but not less than all) of the then outstanding shares of Series B for 
cash consideration equal to the liquidation preference thereof plus all accumulated and unpaid dividends and all 
accrued interest thereon at a rate of LIBOR plus 3% per annum. At the election of the holders of a majority in 
liquidation preference of the Series B then outstanding, the Series B may be converted into shares of common 
stock immediately prior to any such redemption by us at the conversion rate then in effect. At any time after the 
seventh year anniversary of October 31, 2008, the holders of Series B will have the option to require us to 
redeem any or all of the then outstanding shares of their Series B for cash consideration equal the liquidation 
preference thereof plus any accumulated and unpaid dividends and all accrued interest thereon a rate of LIBOR 
plus 3% per annum. 


For additional information on the voting and approval rights and other terms of the Series B and Harris 
Bankcorp’s rights under the Investment Agreement, see “Description of Our Capital Stock—Preferred 
Stock—Series B Convertible Preferred Stock” and “Equity Investment” in our Form 10 Registration Statement. 


Item 7A. Quantitative and Qualitative Disclosures About Market Risk. 
Market Risk 


Our exposure to market risk is directly related to our role as investment advisor for various accounts we 
manage and the funds for which we act as advisor. Most of our revenue for the three years ended December 31, 
2008 was derived from investment management, distribution and fund administration fees, which are typically 
based on the market value of assets under management. Accordingly, a decline in the prices of securities would 
cause our revenue and income to decline due to a decrease in the value of the assets we manage. In addition, such 
a decline could cause our clients to withdraw their funds in favor of investments offering higher returns or lower 
risk, which would cause our revenue and income to decline further. 


We are also subject to market risk due to a decline in the prices of our investments, consisting primarily of 
marketable securities. At December 31, 2008, the fair value of these assets was $6.4 million. Assuming a 10% 
increase or decrease, the fair value would increase or decrease by $0.6 million at December 31, 2008. At 
December 31, 2007, the fair value of these assets was $14.4 million. 
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Interest Rate Risk 


On December 31, 2008, in connection with the spin-off, the Company refinanced its existing loan with 
Phoenix Life. The outstanding balance on the note at December 31, 2008 was $20.0 million. The Company is 
obligated to make quarterly principal and interest payments. During 2009, the principal payment obligation is 
$4.0 million, $1.0 million each quarter and, during 2010, it is $16.0 million, $4.0 million each quarter. The loan 
matures on December 31, 2010. The interest rate for the loan is 9.0% per annum. 


Item 8. Financial Statements and Supplementary Data. 


The Audited Consolidated Financial Statements, including the Report of Independent Registered Public 
Accounting Firm, required by this item are presented beginning on page F-1. 


Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure. 


None. 


Item 9A. Controls and Procedures 
Disclosure Controls and Procedures 


We maintain disclosure controls and procedures designed to ensure that information required to be disclosed 
in reports filed under the Securities Exchange Act of 1934, as amended, is recorded, processed, summarized and 
reported within the specified time periods, and that such information is accumulated and communicated to 
management, including the Company’s Chief Executive Officer and Chief Financial Officer, as appropriate, to 
allow timely decisions regarding required disclosure. 


Our management, with the participation of our Chief Executive Officer and our Chief Financial Officer, 
evaluated the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) or 15d-15(e) 
of the Securities Exchange Act of 1934) as of the end of the period covered by this Annual Report on Form 10-K. 
Based on their evaluation, as of the end of the period covered by this Form 10-K, the Company’s Chief Executive 
Officer and Chief Financial Officer have concluded that the Company’s disclosure controls and procedures were 
not effective because of the material weaknesses in our internal control over financial reporting described below. 


Internal Control over Financial Reporting 


This Annual Report does not include a report of management’s assessment regarding internal control over 
financial reporting or an attestation report of the Company’s independent registered public accounting firm due 
to a transition period established by rules of the Securities and Exchange Commission for newly public 
companies. 


The Company is not yet required to report on our internal controls over financial reporting under 
Section 404 of the Sarbanes-Oxley Act of 2002. In connection with the audits of our financial statements for the 
year ended December 31, 2008, both we and our independent registered accounting firm identified material 
weaknesses with respect to our internal controls over financial reporting, as discussed further below. 


Prior to December 31, 2008, the Company was an indirect majority-owned subsidiary of PNX. As such, the 
Company historically relied upon its parent to provide corporate functions including certain corporate finance 
functions. As of December 31, 2008, the date of the spin-off, we were in a period of intense business activities 
and changes and had not yet completely assembled our own financial resources or finalized the controls and 
procedures necessary for an independent publicly traded company. As a result of this transition and the complex 
nature of the spin-off from our former parent, the following material weaknesses in the effectiveness of internal 
controls over financial reporting were identified: adequacy of finance resources and controls over financial 
reporting, controls surrounding non-standard corporate transactions and controls surrounding the income tax 
accounting process. 
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Since the spin-off, we have taken, and continue to take, action to remediate these weaknesses. As previously 
announced, on October 6, 2008 we hired Michael Angerthal as our Executive Vice President and Chief Financial 
Officer. In December 2008, we contracted with a nationally recognized accounting firm to assist us with 
accounting for income taxes, and in March 2009, we hired a Corporate Controller. We will continue to assess the 
need for enhanced accounting resources. 


Among the immediate priorities of our Company are the continued improvement of financial processes, 
information flows and internal controls over financial reporting. We are committed to completing the above 
actions and initiatives and implementing other policies and procedures as we may determine are necessary to 
provide reasonable assurance that effective internal controls over financial reporting exist. 


Changes in Internal Controls over Financial Reporting 


We first became a stand-alone public company following our December 31, 2008 spin-off from PNX. Prior 
to our spin-off, we were part of the internal control environment of PNX, with internal controls over financial 
reporting established as part of the overall PNX internal control environment. As a stand-alone public company, 
we are in the process of assessing, modifying and implementing our own internal control environment. While we 
are not yet required to report on our internal controls over financial reporting, as discussed above under “Internal 
Control over Financial Reporting”, there have been changes in our internal control over financial reporting (as 
defined in Rules 13a-15(f) and 15d-15(f) of the Securities Exchange Act of 1934, as amended) during the fiscal 
quarter ended December 31, 2008 that have materially affected, or are likely to materially affect, our internal 
control over financial reporting. 


Item 9B. Other Information. 


The Company and PNX have entered into an amendment dated April 8, 2009 to the Tax Separation 
Agreement between the Company and PNX dated December 18, 2008. The amended Tax Separation Agreement 
addresses the sharing of tax attributes between PNX and Virtus as a result of Virtus no longer being included in 
the “consolidated group” of corporations for which PNX files a consolidated tax return for U.S. federal income 
tax purposes. The amended Tax Separation Agreement provides that PNX will make specific elections and 
waivers in its U.S. federal consolidated tax return for the year that includes December 31, 2008 which are 
intended to preserve Virtus’ tax basis in intangible assets, subject to the limitations contained in the amended Tax 
Separation Agreement. 
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PART Ill 


Item 10. Directors, Executive Officers and Corporate Governance. 


The information concerning the Company’s directors and nominees under the caption “Item | —Election of 
Directors” and the information concerning the Audit Committee and the “audit committee financial expert” under 
the caption “Corporate Governance — Audit Committee” in the Company’s Proxy Statement for the Company’s 
2009 Annual Meeting of Shareholders, information concerning the Company’s executive officers set forth in Part 
I, Item 1 above under the caption “Executive Officers,” and the information under the caption “Section 16(a) 
Beneficial Ownership Reporting Compliance” in the Company’s Proxy Statement for the Company’s 2009 
Annual Meeting of Shareholders, are incorporated herein by reference. 


The Company has adopted a Code of Conduct that applies to the Company’s chief executive officer, senior 
financial officers and all other Company employees, officers and Board members. The Code of Conduct is 
available on the Company’s website, www.virtus.com, under “Investor Relations,” and is available in print to any 
person who requests it. Any substantive amendment to the Code of Conduct and any waiver in favor of a Board 
member or an executive officer may only be granted by the Board of Directors and will be publicly disclosed on 
the Company’s website, www.virtus.com, under “Investor Relations.” 


Item 11. Executive Compensation. 


The information set forth under the caption “Executive Compensation,” the information concerning director 
compensation under the caption “Director Compensation,” and the information under the caption “Corporate 
Governance—Compensation Committee Interlocks and Insider Participation” in the Company’s Proxy Statement 
for the Company’s 2009 Annual Meeting of Shareholders, are each incorporated herein by reference. The 
information included under “Report of Compensation Committee” is incorporated herein by reference but shall 
be deemed “furnished” with this report and shall not be deemed “filed” with this report. 


Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder 
Matters. 


The information set forth under the caption “Security Ownership by Certain Beneficial Owners and 
Management” in the Company’s Proxy Statement for the Company’s 2009 Annual Meeting of Shareholders is 
incorporated herein by reference. 


The following table sets forth information as of December 31, 2008 with respect to compensation plans 
under which shares of our common stock may be issued: 


EQUITY COMPENSATION PLAN INFORMATION 


Number of shares to Number of shares remaining 
be issued upon available for future issuance 
exercise of Weighted-average under equity compensation 
outstanding options, exercise price of plans (excluding shares 
warrants and rights outstanding options __ reflected in the first column) 
Plan Category (a) (b) (c) 


Equity compensation plans approved by 

security Molders? 355 ecFicea-sag ane aes eee ee les — — 1,800,000(1) 
Equity compensation plans not approved by 

security MOldeTrs: oie ck araese dea eben — — — 
Totals cavcices histo yeaa eae dais — — 1,800,000(1) 


(1) Due to the conversion of outstanding PNX equity awards into Company equity awards for our employees, 
all effective as of the spin-off, the number of remaining shares available for future issuance immediately 
following the spin-off was 1.5 million shares. 
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Item 13. Certain Relationships and Related Transactions, and Director Independence. 


The information set forth under the caption “Corporate Governance —Transactions with Related Persons” in 
the Company’s Proxy Statement for the Company’s 2009 Annual Meeting of Shareholders is incorporated herein 
by reference. 


Item 14. Principal Accounting Fees and Services. 


The information regarding auditors fees and services and the Company’s pre-approval policies and 
procedures for audit and non-audit services to be provided by the Company’s independent registered public 
accounting firm set forth under the heading “Item 2 — Ratification of the Appointment of the Independent 
Registered Public Accounting Firm” in the Company’s Proxy Statement for the 2009 Annual Meeting of 
Shareholders is incorporated herein by reference. 
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PART IV 


Item 15. Exhibits, Financial Statement Schedules. 


(a)(1) Financial Statements: The following Report of Independent Registered Public Accounting 
Firm and Consolidated Financial Statements of Virtus are included in this Report: 


Report of Independent Registered Public Accounting Firm 


Consolidated Statements of Operations for the Years Ended December 31, 2008, 2007 
and 2006 


Consolidated Balance Sheets as of December 31, 2008 and 2007 


Consolidated Statements of Cash Flows for the Years Ended December 31, 2008, 2007 
and 2006 


Consolidated Statements of Stockholders’ Equity for the Years Ended December 31, 
2008, 2007 and 2006 


Notes to Consolidated Financial Statements 
(a)(2) Financial Statement Schedules: 
All financial statement schedules have been omitted because the required information is 


either presented in the consolidated financial statements or the notes thereto or is not applicable or 
required. 
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Exhibits: 


The following exhibits are filed herewith or incorporated by reference: 


Exhibit 
Number Exhibit Description 
(2) Plan of Acquisition, Reorganization, Arrangement, Liquidation or Succession 
2.1 Separation Agreement, Plan of Reorganization and Distribution by and between The Phoenix 


Companies, Inc. and Virtus Investment Partners, Inc., dated as of December 18, 2008 (incorporated 
by reference to Exhibit 2.1 of the Registrant’s Form 10-12B/A — Amendment No. 4 to Form 10, filed 
December 19, 2008). 


(3) Articles of Incorporation and Bylaws 


3.1 Amended and Restated Certificate of Incorporation of Virtus Investment Partners, Inc., dated 
December 18, 2008 (incorporated by reference to Exhibit 3.1 of the Registrant’s Form 10-12B/A — 
Amendment No. 4 to Form 10, filed December 19, 2008). 


3.2 Amended and Restated Bylaws of Virtus Investment Partners, Inc., adopted on March 5, 2009 
(incorporated by reference to Exhibit 3.1 of the Registrant’s Current Report on Form 8-K, filed 
March 11, 2009). 


(4) Instruments Defining the Rights of Security Holders, Including Indentures 


4.1 Certificate of Designations of Series A Non-Voting Convertible Preferred Stock and Series B Voting 
Convertible Preferred Stock of Virtus Investment Partners, Inc. (f/k/a Virtus Holdings, Inc.), dated 
October 31, 2008 (incorporated by reference to Exhibit 4.2 of the Registrant’s Form 10-12B/A — 
Amendment No. 2 to Form 10, filed November 14, 2008). 


4.2 Rights Agreement between Virtus Investment Partners, Inc. and Mellon Investor Services LLC, as 
Rights Agent, dated as of December 29, 2008 (adopted by the Registrant’s Board of Directors on 
December 18, 2008 including the form of Rights Certificate (as Exhibit B thereto) and the form of 
Summary of Rights (as Exhibit C thereto)) (incorporated by reference to Exhibit 4.1 of the 
Registrant’s Current Report on Form 8-K, filed January 2, 2009). 


4.3 Certificate of Designations of Series C Junior Participating Preferred Stock of Virtus Investment 
Partners, Inc., dated December 29, 2008 (incorporated by reference to Exhibit 3.1 of the Registrant’ s 
Current Report on Form 8-K, filed January 2, 2009). 


(10) Material Contracts 


10.1 Transition Services Agreement by and between The Phoenix Companies, Inc. and Virtus Investment 
Partners, Inc., dated as of December 18, 2008 (incorporated by reference to Exhibit 10.1 of the 
Registrant’s Form 10-12B/A — Amendment No. 4 to Form 10, filed December 19, 2008). 


10.2 Tax Separation Agreement between The Phoenix Companies, Inc. and Virtus Investment Partners, 
Inc., dated December 18, 2008 (incorporated by reference to Exhibit 10.2 of the Registrant’s Form 
10-12B/A — Amendment No. 4 to Form 10, filed December 19, 2008). 


10.3 Employee Matters Agreement by and between The Phoenix Companies, Inc. and Virtus Investment 
Partners, Inc., dated December 18, 2008 (incorporated by reference to Exhibit 10.3 of the 
Registrant’s Form 10-12B/A — Amendment No. 4 to Form 10, filed December 19, 2008). 


10.4 Change in Control Agreement between George R. Aylward and Virtus Investment Partners, Inc., 
effective as of December 31, 2008 (incorporated by reference to Exhibit 10.4 of the Registrant’s 
Form 10-12B/A — Amendment No. 4 to Form 10, filed December 19, 2008). 


10.5 Virtus Investment Partners, Inc. Omnibus Incentive and Equity Plan, effective as of December 31, 
2008 (incorporated by reference to Exhibit 10.5 of the Registrant’s Form 10-12B/A — Amendment 
No. 4 to Form 10, filed December 19, 2008). 
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Exhibit 
Number 


10.6 


10.7 


10.8 


10.9 


10.10 


10.11 


10.12 


10.13 


10.14 


Exhibit Description 


Virtus Investment Partners, Inc. Non-Qualified Excess Investment Plan, effective as of November 1, 
2008 (incorporated by reference to Exhibit 10.6 of the Registrant’s Form 10-12B/A — Amendment 
No. 2 to Form 10, filed November 14, 2008). 


Virtus Investment Partners, Inc. Amended and Restated Executive Severance Allowance Plan, 
effective as of February 2, 2009 (incorporated by reference to Exhibit 10.1 of the Registrant’ s 
Current Report on Form 8-K, filed February 4, 2009). 


Investment and Contribution Agreement by and among Phoenix Investment Management Company, 
Virtus Investment Partners, Inc. (f/k/a Virtus Holdings, Inc.), Harris Bankcorp, Inc. and The Phoenix 
Companies, Inc., dated October 30, 2008 (incorporated by reference to Exhibit 10.8 of the 
Registrant’s Form 10-12B/A — Amendment No. 2 to Form 10, filed November 14, 2008). 


Loan Agreement by and between Phoenix Life Insurance Company and Phoenix Investment Partners, 
Ltd., dated December 30, 2005 (incorporated by reference to Exhibit 10.9 of the Registrant’s Form 
10-12B/A — Amendment No. 4 to Form 10, filed December 19, 2008). 


First Amendment, dated June 1, 2006, to the Loan Agreement by and between Phoenix Life 
Insurance Company and Phoenix Investment Partners, Ltd., dated December 30, 2005 (incorporated 
by reference to Exhibit 10.10 of the Registrant’s Form 10-12B/A — Amendment No. 4 to Form 10, 
filed December 19, 2008). 


Loan Agreement by and between Phoenix Life Insurance Company, as Lender and Virtus Investment 
Partners, Inc., as Borrower, dated December 31, 2008 (incorporated by reference to Exhibit 10.1 of 
the Registrant’s Current Report on Form 8-K, filed January 6, 2009). 


Guarantee and Collateral Agreement made by Virtus Investment Partners Inc. and certain of its 
Subsidiaries in favor of Phoenix Life Insurance Company, as Lender, dated as of December 31, 2008 
(incorporated by reference to Exhibit 10.2 of the Registrant’s Current Report on Form 8-K, filed 
January 6, 2009). 


Transaction Agreement by and among Harris Investment Management, Inc., Phoenix Investment 
Counsel, Inc., Harris Financial Corp. and Phoenix Investment Partners, LTD, dated as of March 28, 
2006 (incorporated by reference Exhibit 6.01 of the Form SC 13D, filed January 12, 2009 by Bank of 
Montreal, Harris Financial Corp. and Harris Bankcorp, Inc.). 


Strategic Partnership Agreement by and between Harris Investment Management, Inc. and Phoenix 
Investment Counsel, Inc., dated as of March 28, 2006 (incorporated by reference to Exhibit 6.02 of 
the Form SC 13D, filed January 12, 2009 by Bank of Montreal, Harris Financial Corp. and Harris 
Bankcorp, Inc.). 


Amendment to Tax Separation Agreement, dated April 8, 2009, by and between The Phoenix 
Companies, Inc. and Virtus Investment Partners, Inc.* 


Subsidiaries of the Registrant 


Virtus Investment Partners, Inc., Subsidiaries List (incorporated by reference to Exhibit 21.1 of the 
Registrant’s Form 10-12B/A — Amendment No. 2 to Form 10, filed November 14, 2008). 


Consents of Experts and Counsel 
Consent of Independent Registered Public Accounting Firm* 
Power of Attorney 


Power of Attorney.* 
Certification of Registrant’s Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley 
Act of 2002* 
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Exhibit 
Number 


31.2 


Exhibit Description 


Certification of Registrant’s Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley 
Act of 2002* 


Certification of Registrant’s Chief Executive Officer and Chief Financial Officer pursuant to 
Section 906 of the Sarbanes-Oxley Act of 2002* 


Additional Exhibits 


Information Statement of Virtus Investment Partners, Inc., dated December 23, 2008 (incorporated 
by reference to Exhibit 99.1 of the Registrant’s Form 10-12B/A — Amendment No. 4 to Form 10, 
filed December 19, 2008). 


* Filed herewith 
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SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant 
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized. 


Dated: April 10, 2009 
Virtus Investment Partners, Inc. 


By: /s/ MICHAEL A. ANGERTHAL 


Michael A. Angerthal 
Chief Financial Officer 
(Principal Financial and Accounting Officer) 


Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by 
the following persons on behalf of the registrant and in the capacities indicated as of April 10, 2009. 


/s/ MARK C. TREANOR /s/ GEORGE R. AYLWARD 
Mark C. Treanor George R. Aylward 
Director and Non-Executive Chairman President, Chief Executive Officer and Director 


(Principal Executive Officer) 


/S/ JAMES R. BAIO /S/ SUSAN F. CABRERA 
James R. Baio Susan F. Cabrera 
Director Director 
/s/ DIANE M. COFFEY /S/ BARRY M. COOPER 
Diane M. Coffey Barry M. Cooper 
Director Director 
/s/ TiMoTHY A. HOLT /s/ Ross F. KAPPELE 
Timothy A. Holt Ross F. Kappele 
Director Director 


/S/ EDWARD M. SWAN, JR. 


Edward M. Swan, Jr. 
Director 
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Report of Independent Registered Public Accounting Firm 


To the Board of Directors and Stockholders of Virtus Investment Partners, Inc. (formerly known as Phoenix 
Investment Partners, Ltd.): 


In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of 
operations, changes in stockholders’ equity and comprehensive income and cash flows present fairly, in all 
material respects, the financial position of Virtus Investment Partners, Inc. and its subsidiaries at December 31, 
2008 and December 31, 2007, and the results of their operations and their cash flows for each of the three years 
in the period ended December 31, 2008 in conformity with accounting principles generally accepted in the 
United States of America. These financial statements are the responsibility of the Company’s management. Our 
responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits 
of these statements in accordance with the standards of the Public Company Accounting Oversight Board (United 
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether 
the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and 
significant estimates made by management, and evaluating the overall financial statement presentation. We 
believe that our audits provide a reasonable basis for our opinion. 


/s/_ PricewaterhouseCoopers LLP 


April 9, 2009 
Hartford, Connecticut 
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Virtus Investment Partners, Inc. 


Consolidated Balance Sheets 


December 31, 


2008 2007 
($ in thousands, except share data) 
Assets 
Current Assets 
Cash and cash equivalents ............ 000s cece eect eee eens $ 51,056 $ 36,815 
Trading securities, at market value ..... 0... . eee eee eee 5,198 12,743 
Available-for-sale securities, at market value ...... 0.0.0.0... cece eee eee 1,216 1,621 
Accounts receivable 1... 0... 0... cece eee e ee eeees 3,671 7,420 
Receivables from related parties .. 0.0.0... 0. eee eee eee 14,416 22,276 
Prepaid expenses and other assets ...... 2.0.00... cee cee eee 9,290 2,252 
Total: GUEPENL ASSELS. 6.6 as. cs ch eo ahs k wCeld bide alas Peas Be ee eee beds Mowe 84,847 83,127 
Furniture, equipment, and leasehold improvements, net ...............0 00 ee eee eee 5,895 2,232 
Intangible: assets: Met acca serin apes ew geaubie  podva-n seca thee er'esalaedea Dielatae auelele AGetvaend Guawnareegeaters 60,985 208,176 
MO OU WAM sie sakochde she sede ar Peeves bcos <pcgnds bb: sumsdace, hide b bande: Quisfaharce e@bhat ald Gobebve, dedetbe rages sears 4,795 454,369 
Long-term investments and other assets 1.0.0.0... cece eee eee een eee 2,487 4,259 
MOtAl ASSOC?» aigjiicie's, Ge, Bete vaslboa oo onasch-actsed se dessa tcededie lemaraca posiane ody gbeed au bheualerite: ¢ $ 159,009 $ 752,163 
Liabilities and Stockholders’ Equity 
Current Liabilities 
Accrued compensation and benefits ............ 00.0 cece cece eee $ 22,867 $ 34,115 
Accounts payable: 2 %.cckcedee need ena se eedas awash Monge cen Medd eed ote ds 5,642 3,667 
Payables to: related parties:.o.g:..uecs sede e eee eie sabe nace bh pA EER eee _— 11,295 
Securities sold short, at fair value .. 00... ee eee eens — 854 
Incometaxes payable: sc. css pack eeeda eee nga eee Se eee 24 beaker d eee 626 12,028 
Other accrued Mabie Ss 48005. onstecsuce deb, scerscdes epedcueecear ace, a8 naw ne ete an weld ated alts 14,076 5,471 
Broker-dealer payable: cisco hoital ings side ahd anaes acd Males ease pod ale dGnioe G maps aeacnlgyatans 4,461 6,908 
Current portion of note payable ... 0.2.0... eee eee 4,000 12,000 
Motal:-current: Wau: ce.0c6 4 ere o Seek acs ere ales 3, dad mieten Biea we goed teens dts 51,672 86,338 
IDETCIRED TAXES MEU eee cine, te enestr ew idee boewendss, suace ag Seodiaus Beeatevads. 2, Eee Repaedts m leds wed weteelhe ete 8,527 9,114 
Note payableind occa cee cada bea dheoen at ete eke hea eae tk eee Sedeeleds 16,000 30,019 
Lease obligations and other long-term liabilities .... 0.0.0.0... 0. ee eee ee eee 1,178 1,765 
Motel liaiiteS go cass zsoea dre pvacahick oes ssa se weeeaeae semen e Sted aan Seen eee oi Soe as 771,377 127,236 
Commitments and Contingencies (Note 10) 
Series B redeemable convertible preferred stock (stated at liquidation value), $.01 par 

value, 250,000 shares authorized, 45,000 shares issued and outstanding at 

December 31.2008 3.4.086-4044544-44 ebb tered edt bee oe bards ee Oe ee eae 45,000 — 
Stockholders’ Equity 
Common stock, $.01 par value, 1,000,000,000 and 100,000,000 shares authorized, 

5,772,076 and 10,000 shares issued and outstanding at December 31, 2008 and 2007, 

TESPECHIVELY: chan Mi cadeei dR nba ee bea whe pe ASN G Lab ew deh ear eos: 58 —_ 
Additional paid-in Capital 2. .sc08 (aes ceva s chee ed bEbdA Sree ew AERA YEN Rea ees 903,825 962,546 
Accuniulated deficit: «i045 pcii bbs dedewbanesadeksthbo baw dae eareie boned obee bed (866,661) (337,573) 
Accumulated other comprehensive loss ........... 0.0 ce eee eee eee een eens (590 ) (46 ) 

Total stockholders’ equity ..... 0.0... 0. eee eects 36,632 624,927 
Total liabilities and stockholders’ equity ............ 0.0.0.0 ee ee eee $ 159,009 $ 752,163 


See Notes to Consolidated Financial Statements. 
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Virtus Investment Partners, Inc. 


Consolidated Statements of Operations 


Years Ended December 31, 


2008 2007 2006 
($ in thousands, except per share data) 
Revenues 
Investment management fees ........... 00.0 cece eet eee eee $ 127,637 $158,998 $163,951 
Distribution and service fees... 0.0.0... eee eee eee 30,210 36,467 29,805 
Administration and transfer agent fees ..... 0.0.0... cece eee 18,285 23,354 19,802 
Other income and TEES: sc. 65s seh, SSA eae oe BS BL awe wae 2,142 7,398 5,078 
TObal TEVEHUES 2 iicotete. ins lea te Shae he amendese sve dee een celta era e aed 178,274 226,217 218,636 
Operating Expenses 
Employment expenses ......... 0... c cece eee eee eee nee eee 83,091 94,478 97,730 
Distribution and administration expenses ............ 0.0 eee eee eee 41,345 50,089 41,315 
Other operating expenses ...... 0.0... cece eee teen nes 45,323 44,438 44,309 
Restructuring and severance: i.e) ectcetdydgcoe d, acuaarn a eewebevedh aus d das uh ged deans 4,793 371 13,634 
Goodwill impairment ....... 0.0... eee eee eee nee 449,020 — — 
Intangible asset impairment .......... 0... c eee eee eee eee 110,244 301 32,471 
Depreciation and other amortization .......... 00... cece eee eee 1,132 1,095 1,057 
Amortization of intangible assets ....... 0... eee eee 25,132 30,097 32,007 
Total operating expenses: .s 6.0 ee ons beeyede cea eed se dda cee we ves 760,080 220,869 262,523 
Operating Income (Loss) ................0 00 cece eects (581,806) 5,348 (43,887) 
Other Income (Expense) 
Unrealized appreciation (depreciation) on trading securities .............. (3,224) (2,569) 745 
Other NCOMeE (EXPENSE) cadet oedcier debe eta neat see vee eee ged bene s (3,849) 2,227 714 
Total other income (expense) ........ 0... cee eee eee eee (7,073) (342) 1,459 
Interest Income (Expense) 
TRLETESE EX PONS] os ca saraca, gi isha ss eg ahdeweadgylaGane see Hd -aly oatiececsharasadbud. dedtanetacecd alee (2,620) (26,739) (33,433) 
Interest INCOME? 3.564 5-44 So bathed eheeded yea thc wbebatdwd edb ees 903 1,633 1,467 
Totalnterest Cxpense:-<. +00 cit ete de ke ae he see eeteteeteiaas (1,717) (25,106) (31,966) 
Loss Before Income Taxes ............... 00. eee ete eens (590,596) (20,100) (74,394) 
Income: tax benefit : p¢.24.203.04 odie Se deyhs edb theeadtae dh ete awed (61,508) (5,950) (26,841) 
IN CE TE OSS* 5, tess ns nas sof Sean oes den hae ap held cectepdaae icant detebe indies Sheedy daanieaard Sete (529,088) (14,150) (47,553) 
Preferred Stockholder Dividends .............. 0.0.0 cece eee eee eee (470) — — 
Net Loss Available to Common Stockholders ....................... $(529,558) $(14,150) $ (47,553) 
Weighted average shares outstanding (in thousands) ................. 5,772 5,772 5,772 
Loss per share—basic and diluted ...................00 000s eee eeee $ (91.75) $ (2.45) $ (8.24) 


See Notes to Consolidated Financial Statements. 
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Virtus Investment Partners, Inc. 


Consolidated Statements of Changes in Stockholders’ Equity and Comprehensive Income 


For the Years Ended December 31, 2008, 2007 and 2006 


Accumulated 
Other 
——__ Ss Additional Accumulated Comprehensive 
Shares Par Value Paid-In Capital Deficit Income (Loss) Total 


Common Stock 


($ in thousands) 
Balances at December 31, 2005 ........... 10,000 $— $502,646 $(275,615) $ (12) $ 227,019 


INGETOSS <b « whensnnce, ned sty de waneety be guides es — (47,553) — (47,553) 
Other comprehensive income: 
Net unrealized appreciation on 


securities available-for-sale ...... — — 15 15 
Total comprehensive loss ............. (47,538) 
Contribution from former parent .... 74,000 _— — 74,000 
Balances at December 31, 2006 ........... 10,000 — 576,646 (323,168) 3 253,481 
Implementation of FIN 48 ............. — (255) —_— (255) 
Net 1088. sce dhiegosdic. cine gd a oend neanesis — (14,150) _— (14,150) 


Other comprehensive income: 
Net unrealized depreciation on 


securities available-for-sale ...... — — (49) (49) 

Total comprehensive loss ............. (14,454) 
Contribution from former parent ........ 385,900 _ _— 385,900 
Balances at December 31, 2007 ........... 10,000 — 962,546 (337,573) (46) 624,927 

INGEN OSS ss ja skicscestidsecae teks asssuba caves snadeteclenssaceegts — (529,088) _— (529,088) 


Other comprehensive income: 
Net unrealized depreciation on 


securities available-for-sale ...... — (544) (544) 
Total comprehensive loss ............. (529,632) 
Preferred shareholder dividend ......... (470) —_ — (470) 
Issuance of preferred stock ............ (45,000) — — (45,000) 
Distribution of tax attribute to former 
PANENt oo esd daw eewe eee ea radd ws (66,036) — (66,036) 
Non-cash distribution of Goodwin Capital 
Advisors, Inc. to former parent ....... (8,427) — — (8,427) 
Cash contribution from former parent .... 38,094 — — 38,094 
Non-cash contribution from former 
PATONG yo dst wind sah eaae Saree at a are 23,176 — — 23,176 
Consummation of spin-off transaction and 
distribution of common stock ........ 5,762,076 58 (58) — 
Balances at December 31, 2008 ........... 5,772,076 $ 58 $903,825 $(866,661) $(590) $ 36,632 


See Notes to Consolidated Financial Statements. 
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Virtus Investment Partners, Inc. 
Consolidated Statements of Cash Flows 


($ in thousands) 
Cash Flows from Operating Activities: 
INCE TOSS sa cise cbisrjns. sed atasciettcaio at aus acapltanais-ss bo cei rt teeta sth anaes eel aelh aca Sis dparlead Saas 
Adjustments to reconcile net loss to net cash provided by operating activities: 
Amortization of intangible assets .... 0... 0... eee ete eee 
Goodwill impaitMent s'siic oc sido ee os eae NW Meee eas Eee ea 
Intangible assets impairments ......... 0.00. c eee eee eee nee 
Amortization of deferred commissions ............... 0.000. e eee eee 
Depreciation and other amortization ........ 0.0... eee eee eee eee eee 
(Gain) loss on sale of marketable securities ............... 00.000: e ee eee 
Proceeds from sale of trading securities .... 00.0.0... cece eee eee eee 
Purchase of trading investments .......... 0.000. c ee eee eee eee 
Unrealized depreciation (appreciation) on trading securities ............... 
Equity in earnings of affiliates, net of dividends ..................0.000. 
Payments of deferred commissions ........... 00.0 e eee eee eee eee nee 
Deferred taxes: osc. occce ke een iWus sans oan ekin eRe seh eames ees 
Changes in operating assets and liabilities: ...............0......00000. 
Accounts receivable 2.0.0... 0. eee eee 
Receivables from related parties .......... 00.00.0002 cee eee eae 
Prepaid expenses and other assets ... 0.2... 00... cece eee eee eee 
Accounts payable and accrued liabilities ................0 0.000008. 
Payables to:related parties: 322466484 audsianwe eganseebaaba deen 
Income:taxes:payable: i. n0525 besten ca Pine glgniseeha vom hehe cers 
Other abies? 5.2 i sdcwrewnacdor ea gc diag d ante nine weed yews be oo pee 


Net cash provided by operating activities ..................000. 


Cash Flows from Investing Activities: 
Purchase of investment management contract ................0 0.000000. 
Capital éxpenditures: 5.5.04 254c bees wads Son ates Meee Webb ade eae ee eae 
Sale (purchase) of available-for-sale securities, net ............... 000005 


Net cash used in investing activities .......... 0.0.0... .0000000. 


Cash Flows from Financing Activities: 
Borrowings from related parties .... 2.0.0... ec eee eee 
Distribution to former parent ....... 0.0... 
Contributions from former parent........... 00.0.0... cee eee eee eee 
Repayment Of GEDb 5 sic... a. castioneas Ge 4 gues dea aie austterdop see baw ae ened 


Net cash provided by (used in) financing activities .............. 


Net increase in cash and cash equivalents ......... 0.0... c cece eee eee eee 
Cash and cash equivalents, beginning of year ............. 0.000.000. eee eee 


Cash and Cash Equivalents, End of Year .................... 000000 ee eee 


Supplemental Cash Flow Information: 
Interest’ paid: <x c.dacseeentcaw head Je wee alee sien chia oak Wade ea wwe 
Income taxes paid (refunded), net ..... 0.0... eee eee ee 
Non-Cash Financing Activities: 
Contribution from former parent ........... 0.0... 00. 
Distribution of tax attributes to former parent ..............0. 0000 e eee ee 
Preferred shareholder dividend ............ 000.0. c cece eee eee eee 


See Notes to Consolidated Financial Statements. 


F-6 


Years Ended December 31, 


2008 


2007 


2006 


$(529,088) $(14,150) $(47,553) 


25,132 30,097 32,007 
449,020 = = 
110,244 301. 32,471 
3,128 3,141 3,035 
1,132 1095 2,726 
1,648 (1,774) (543) 
2,857 11,593 2,394 
(929) (11,370) (3,237) 
3,115 2,569 (745) 
2,054 (191) 26 
(2,335) (3,887) (2,585) 
(65,311) (7,242) (17,747) 
2,897 (899) 3,486 
7,860 3,081 (7,201) 
(114) (251) 143 
(8,758) (5,327) 12,579 
— (890 ) 919 
3,799 12,019 (827) 
= (4,929) 6,564 
6,351 12,986 15,912 
(1,083) (1,123) (6,321) 
(4,800) (460) (1,552) 
(115) (107) (173) 
(5,998) (1,690) (8,046) 
oa — 24,000 
(2,187) — = 
38,094 60,900 ~—-25,000 
(22,019) (69,243) (46,807) 
13,888 (8,343) —-2,193 
14,241 2,953 10,059 
36,815 33,862 23,803 
$ 51,056 $ 36,815 $ 33,862 
$ 8,329 $ 30,802 $ 30,558 


$ (91) $(10,531) $ (8,226) 


$ 23,176 $325,000 $ 49,000 


$ (66,036) 
$ (470) 


$ — 
$ — 


$ — 
$ — 


Virtus Investment Partners, Inc. 


Notes to Consolidated Financial Statements 


1. Organization and Business 


Virtus Investment Partners, Inc. (the “Company” or “Virtus’”’), formerly known as Phoenix Investment 
Partners, Ltd., was formed on November 1, 1995 through a reverse merger with Duff & Phelps Corporation. 
From 1995 to 2001, the Company was a majority-owned indirect subsidiary of The Phoenix Companies, Inc. 
(“PNX”). On January 11, 2001, a subsidiary of PNX acquired the outstanding shares of the Company not already 
owned and the Company became an indirect wholly-owned subsidiary of PNX. 


On December 12, 2008, the PNX board of directors approved a plan to distribute PNX’s interest in the 
Company (the “Separation” or the “spin-off’”), excluding the assets and business of the Company’s subsidiary, 
Goodwin Capital Advisors, Inc. (“Goodwin”). The PNX Board of Directors declared a dividend payable to each 
PNX holder of record at the close of business on the record date of December 22, 2008 for the distribution of one 
share of Virtus common stock for every twenty shares of PNX common stock. Effective as of 5:00 P.M. on 
December 31, 2008, PNX completed the separation of Virtus and the distribution of Virtus common shares to 
PNX shareholders. Following the spin-off, PNX does not have any ownership interest in the Company. 


PNX had historically provided a variety of corporate and other support services to the Company, including 
information technology, human resources administration, legal, compliance, tax administration, internal audit, 
facilities, corporate communications, corporate and staff, and other services. In connection with the spin-off, the 
Company and PNX entered into a transition services agreement pursuant to which PNX may continue to provide 
certain of these support services on an interim basis until the Company completes the process to replace all of 
these services. We are now performing all of the interim services detailed in the transaction services agreement, 
including human resources, information technology, facilities, legal and certain other services. Additionally, the 
Company and PNX also entered into a note agreement described further in Note 9. 


The Company through its wholly owned subsidiaries provides a variety of investment management and 
related services to a broad base of individual and institutional clients throughout the U.S. The Company’s 
primary business is investment management and related services. Retail investment management services 
(including administrative services) are provided to individuals through products consisting of open-end mutual 
funds, closed-end funds, and separately managed accounts. Separately managed accounts are offered to 
high-net-worth individuals and include intermediary programs that are sponsored and distributed by 
non-affiliated broker-dealers, and individual direct managed account investment services that are sold and 
administered by the Company. Institutional investment management services are provided primarily to 
corporations, multi-employer retirement funds and foundations, endowments and other special purpose funds. In 
addition, investment management services are provided on structured finance products, including collateralized 
debt obligations backed by portfolios of assets. The principal operating subsidiaries of the Company included in 
these consolidated financial statements are as follows: 


e VP Distributors, Inc. (“WPD”), formerly known as Phoenix Equity Planning Corporation (“PEPCO”), a 
registered broker-dealer and registered transfer agent, serves principally as distributor, underwriter, 
transfer agent and fund administrator for products registered with the Securities and Exchange 
Commission (“SEC”). 


e Virtus Investment Advisors (“VIA”), formerly known as Phoenix Investment Counsel, Inc. (“PIC”), a 
wholly owned subsidiary of VPD, is a registered investment advisor providing investment management 
services primarily under agreements with registered investment companies. 


¢ Duff & Phelps Investment Management Co. (“Duff & Phelps”), a registered investment advisor 
providing investment management services to a variety of institutions and individuals, including 
affiliated registered investment companies; corporate, public and multi-employer retirement funds. 
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e SCM Advisers LLC (“SCM”), a registered investment advisor providing investment management 
services primarily to institutional accounts, individual investors, structured finance products and 
affiliated registered investment companies. 


e Zweig Advisers LLC (“ZA”) and its wholly owned subsidiary, Euclid Advisors LLC (“Euclid’’), 
registered investment advisors providing investment management services primarily under agreements 
with affiliated registered investment companies. ZA and Euclid are collectively referred to as “Zweig” 
in the Consolidated Financial Statements. 


e Kayne Anderson Rudnick Investment Management, LLC (“KAR”), a registered investment advisor 
providing investment management services primarily to high-net-worth individuals and affiliated 
registered investment companies. 


The consolidated statements of operations for the years ended December 31, 2008, 2007 and 2006 also 
includes the results of Goodwin. Goodwin is a registered investment advisor providing investment management 
services primarily to institutional accounts, structured finance products, affiliated registered investment 
companies and Phoenix Life Insurance Company’s (“Phoenix Life”) general account. In connection with the 
spin-off, net assets of $8.4 million for Goodwin were distributed to PNX and the Company has no ownership 
interest in Goodwin at December 31, 2008. Goodwin will continue to act as an unaffiliated subadvisor providing 
investment management services. 


2. Summary of Significant Accounting Policies 


The significant accounting policies, which have been consistently applied, are as follows: 


Principles of Consolidation and Basis of Presentation 


The Company’s consolidated financial statements have been prepared in conformity with accounting 
principles generally accepted in the United States of America (“GAAP”). The consolidated financial statements 
include the accounts of the Company and its wholly-owned subsidiaries. Material intercompany accounts and 
transactions have been eliminated. 


The preparation of financial statements in conformity with GAAP requires the use of estimates. 
Accordingly, certain amounts in the consolidated financial statements contain estimates made by management. 
Actual results could differ from these estimates. Significant estimates, specifically those used to determine the 
carrying value of goodwill and intangible assets, are discussed in these notes to the consolidated financial 
statements. 


Cash and Cash Equivalents 
Cash and cash equivalents consist of cash in banks and highly liquid money market mutual fund 


investments. 


Marketable Securities 


Marketable securities consist of affiliated mutual fund investments and other publicly traded securities 
which are carried at market value in accordance with Statement of Financial Accounting Standards (“SFAS’) 
No. 115, “Accounting for Certain Investments in Debt and Equity Securities.”» Mutual fund investments held by 
the Company’s broker-dealer subsidiary are classified as assets held for trading purposes. The Company provides 
the initial capital to funds or separately managed account strategies for the purpose of creating track records. Any 
unrealized appreciation or depreciation on these assets is included in “Other income” in the Consolidated 
Statements of Operations (“Statements of Operations”). Other mutual fund investments or publicly traded 
securities held by the Company are considered to be available-for-sale, with any unrealized appreciation or 
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depreciation, net of income taxes, reported as a component of accumulated other comprehensive income in 
stockholders’ equity. Marketable securities are marked to market based on the respective publicly quoted net 
asset values of the funds or market prices of the equity securities or bonds. 


Deferred Commissions 


Deferred commissions, which are included in other assets, are commissions paid to broker-dealers on sales 
of affiliated Class B and Class C mutual fund shares (“Class B and C shares”). These commissions are recovered 
by the receipt of monthly asset-based distributor fees received from the mutual funds or contingent deferred sales 
charges received upon redemption of the Class B and Class C shares within five and one years of purchase, 
respectively. 


The deferred costs resulting from the sale of Class B shares are amortized on a straight-line basis over a 
three or five-year period, depending on the fund, or until the underlying Class B shares are redeemed. Deferred 
costs resulting from the sale of Class C shares are amortized on a straight-line basis over a one-year period. 


Furniture, Equipment and Leasehold Improvements 


Furniture, equipment and leasehold improvements are recorded at cost. Depreciation is computed using the 
straight-line method over the estimated useful lives of 3 to 10 years for furniture and office equipment, and 3 to 5 
years for computer equipment and software. Leasehold improvements are amortized over the lesser of useful 
lives or term of the related leases. Major renewals or betterments are capitalized and recurring repairs and 
maintenance are charged to operations. 


Intangible Assets and Goodwill 


Definite-lived intangible assets are amortized on a straight-line basis over the estimated useful lives of such 
assets, which range from | to 16 years. Effective October 1, 2008, based on the Company’s history and 
experience, it was determined that the useful lives of the open end mutual fund contracts was greater than 
previous estimates. The Company extended the useful lives of these assets to 16 years and, as a result, recognized 
$1.0 million less in amortization expense for the year ended December 31, 2008 and anticipates recognizing $4.2 
million less of amortization expense for the year ended December 31, 2009. Definite-lived intangible assets are 
evaluated for impairment on an ongoing basis in accordance with SFAS No. 144, “Accounting for the 
Impairment or Disposal of Long-lived Assets,” whenever events or circumstances indicate that they carrying 
value of the definite-lived intangible asset may not be fully recoverable. The Company determines if impairment 
has occurred by comparing estimates of future undiscounted cash flows to the carrying value of assets. Assets are 
considered impaired, and an impairment is recorded, if the carrying value exceeds the expected future 
undiscounted cash flows. 


Goodwill represents the excess of the purchase price of acquisitions and mergers over the identified net 
assets and liabilities acquired. In accordance with SFAS No. 142, “Goodwill and Other Intangible Assets,” 
goodwill is not being amortized. A single reporting unit has been identified for the purpose of assessing potential 
future impairments of goodwill. An impairment analysis of goodwill is performed annually or more frequently, if 
warranted by events or changes in circumstances affecting the Company’s business. 


Indefinite-lived intangible assets are comprised of investment advisory contracts with affiliated closed-end 
registered investment companies. These assets are tested for impairment annually and when events or changes in 
circumstances indicate the assets might be impaired. 


Revenue Recognition 


Investment management fees, distribution and service fees, and administration and transfer agent fees are 
recorded as income during the period in which services are performed. Investment management fees, which are 
accrued monthly, are earned based upon a percentage of assets under management, and are paid pursuant to the 
terms of the respective investment management contracts, which generally require monthly or quarterly payment. 
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Gross investment management fees earned on open-end mutual funds range from 0.10% to 1.50% of 
average assets under management, depending on the type of fund. Investment management fees earned on 
closed-end funds range from 0.50% to 0.85% of average assets under management. Investment management fees 
earned on separately managed accounts and institutional accounts are negotiated and are based primarily on asset 
size, portfolio complexity and individual needs and range from 0.15% to 1.00%. Investment management fees 
earned on structured finance products range from 0.08% to 0.45% of the principal outstanding. The Company 
accounts for investment management fees in accordance with Emerging Issues Task Force (“EITF’) No. 99-19, 
Reporting Revenue Gross as a Principal versus Net as an Agent, or EITF 99-19, and has recorded its 
management fees net of fees paid to unaffiliated advisors. Amounts paid to unaffiliated subadvisors for the years 
ended December 31, 2008, 2007 and 2006 were $17.7 million, $21.6 million and $13.3 million, respectively. 


Investment management fees related to the Phoenix Life Insurance Company (“Phoenix Life”) general 
account were earned on a cost-recovery basis. In addition, in August 2002 the Company agreed to waive 
investment management fees related to Phoenix Life’s Employee Retirement Plan until those fees totaled $2.5 
million. During 2007 the $2.5 million threshold was reached and the Company began recognizing fees. In 2008 
and 2007, fees of $0.8 million and $0.9 million, respectively, were recorded. These fees were recorded as income 
during the period in which services were performed. Effective with the spin-off on December 31, 2008, the 
Company no longer manages the majority of the assets of Phoenix Life’s general account. 


Management fees contingent upon achieving certain levels of performance are recorded when earned. 
Certain fees related to collateralized loan obligations (““CLOs”) and collateralized debt obligations (““CDOs’’) are 
subordinate and contingent upon the portfolio meeting certain financial criteria. As of December 31, 2008, three 
CDOs and CLOs did not meet all of the criteria and, accordingly, no fees were recognized. At such time as the 
criteria are met, all or a portion of the subordinated fees may be recovered. 


Distribution and service fees are earned based on a percentage of assets under management and are paid 
monthly pursuant to the terms of the respective distribution and service fee contracts. 


Administration and transfer agent fees consist of fund administration fees, transfer agent fees, fiduciary fees 
and underwriter fees. Fund administration fees are earned based on the average daily assets in the funds. Transfer 
agent fees are earned based on a contractual amount plus a fee based on the number of accounts at the end of a 
month. Fiduciary fees are recorded monthly based on the number of 401(k) accounts. Underwriter fees are sales- 
based charges on sales of certain class A-share mutual funds. The Company outsources certain back office 
functions related to administration and transfer agent fees. Administration fees are reported on a gross basis and 
transfer agent fees are reported on a net basis in accordance with EITF No. 99-19. Transfer agent fees, which are 
reported net of payments to third-party service providers, for the years ended December 31, 2008, 2007 and 2006 
were $4.4 million, $6.5 million and $5.8 million, respectively. 


Other income and fees consist primarily of redemption income on the early redemption of class B-share 
mutual funds and brokerage commissions and fees earned for distribution of nonaffiliated products. Commissions 
earned (and related expenses) are recorded on a trade date basis and are computed based upon contractual 
agreements. 


Income Taxes 


The Company uses an asset and liability approach to account for income taxes. The objective is to recognize 
the amount of taxes payable or refundable for the current year through charges or credits to the current tax 
provision, and to recognize deferred tax assets and liabilities for the future tax consequences resulting from 
temporary differences between the amounts reported in the consolidated financial statements and their respective 
tax bases. The measurement of tax assets and liabilities is based on enacted tax laws and applicable tax rates. A 
deferred tax valuation allowance is established if it is considered more likely than not that all or a portion of the 
deferred tax assets will not be realized. 
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For the years ended December 31, 2008, 2007 and 2006, the Company and its subsidiaries are included in 
the consolidated federal income tax return filed by PNX and each is party to a tax sharing agreement by and 
among PNX and its subsidiaries. In accordance with this agreement, federal income taxes are allocated as if each 
subsidiary’s tax liability had been calculated on a separate company basis, except that benefits for any net 
operating losses, tax credits and capital losses will be provided to the extent such loss or tax credit is utilized in 
the consolidated federal tax return. As such, the consolidated tax provision is an aggregation of the allocation of 
taxes to the separate Company subsidiaries. 


Significant judgment is required in evaluating tax positions and in computing the tax provision including 
valuation allowances, the timing of reversals of net operating losses, and other items, the outcomes of which may 
not be known at the date of the financial statements. Uncertain tax positions taken by the Company are accounted 
for under FASB Interpretation No. 48, “Accounting for Uncertain Tax Positions,” or FIN 48, which may require 
certain benefits taken on a tax return to not be recognized in the financial statements when there is the potential 
for certain tax positions to be challenged by taxing authorities. 


Earnings Per Share 


Earnings per share (“EPS”) is calculated in accordance with SFAS No. 128, “Earnings Per Share.” Basic 
EPS is computed by dividing income available to common stockholders by the weighted average number of 
common shares outstanding for the period. Diluted earnings per share takes into account the effect of dilutive 
instruments, such as common stock options, restricted stock units and Series B convertible preferred stock that 
were outstanding during the period and uses the average share price for the period in determining the number of 
incremental shares that are to be added to the weighted-average number of shares outstanding (treasury stock 
method). For the years ended December 31, 2008, 2007 and 2006, stock options, restricted stock units and Series 
B convertible preferred stock were excluded from the calculation of diluted earnings per share because their 
effect would have been anti-dilutive. 


Fair Value Measurements and Fair Value of Financial Instruments 


On January 1, 2008, the Company adopted SFAS No. 157, “Fair Value Measurements”. The Company 
deferred implementation of fair value measurement disclosures related to its goodwill and intangible assets 
pursuant to FSP 157-2. At December 31, 2008, all of the Company’s recurring fair value measurements, which 
consist solely of mutual funds and marketable securities, represent Level | fair value measurements, which, as 
defined in SFAS 157, are quoted prices in active markets for identical assets or liabilities. 


SFAS No. 107, “Disclosures about Fair Value of Financial Instruments,” requires that the Company 
disclose the estimated fair values for certain of its financial instruments. Cash and cash equivalents, accounts 
receivable, accounts payable and accrued liabilities equal or approximate fair value based on the short-term 
nature of these instruments. Long-term debt equals or approximates fair value since these instruments were 
recently negotiated. Marketable securities are reflected in the financial statements at fair value based upon 
publicly quoted market prices. 


Concentrations of Credit Risk 


Financial instruments that potentially subject the Company to concentrations of credit risk consist 
principally of cash and cash equivalents. The Company maintains cash and cash equivalents in bank deposits 
with financial institutions. Cash deposits at these financial institutions may exceed Federal Deposit Insurance 
Corporation insurance limits. 


Market Risk 


The Company’s primary exposure to market risk is directly related to its role as investment advisor for 
various accounts it manages and the funds for which it acts as advisor. Most of the Company’s revenues are 
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derived from investment management fees, which are based on the market value of the assets under its 
management. In addition, distribution and fund administration fees are also asset-based. A decline in the values 
of securities under management would cause revenues and income to decline. 


The Company is also subject to market risk due to a decline in the values of its investments in marketable 


securities held for its own account. A change in the market value of these investments would result in a 
corresponding change to either net income or other comprehensive income. 


Employee Benefits 


Effective November |, 2008 the employees of the Company are eligible to participate in several employee 
benefit programs sponsored by the Company, including certain health care benefits, life insurance and a defined 
contribution 401(k) retirement plan administered by a third party. For the 401(k) plan, employees may contribute 
a percentage of their eligible compensation into the 401(k) retirement plan, subject to certain limitations imposed 
by the Internal Revenue Code (the “Code”’). The Company matches employee contributions subject to certain 
limitations. Additionally, an excess benefits plan provides for those portions of benefit obligations that are in 
excess of amounts permitted by the Code. 


Prior to November 1, 2008, certain current and former employees of the Company and its subsidiaries were 
members of a group medical and group life plan, were covered under a qualified defined benefit pension plan, 
and were eligible to participate in a defined contribution 401(k) retirement plan, each of which was sponsored by 
PNX and administered by a third-party administrator. The qualified pension and 401(k) retirement plans comply 
with the requirements established by the Employee Retirement Income Security Act of 1974 (“ERISA”). Prior to 
November 1, 2008, the Company was charged by Phoenix Life for its costs under these plans and for the 
Company’s matching portion of the 401(k) retirement plan. Employee benefit costs were $6.8 million, $8.9 
million and $10.0 million for 2008, 2007 and 2006, respectively. The Company does not maintain a qualified or 
non-qualified defined benefit plan. 


Certain employees of the Company have been granted options to purchase common stock of PNX which, in 
connection with the spin-off on December 31, 2008, were converted to equity awards relating to shares of the 
Company’s common stock. Additionally, certain employees of the Company have been granted restricted stock 
units of PNX common stock which, also in connection with the spin-off, were converted to equity awards 
relating to shares of the Company’s common stock. The Company records compensation expense related to the 
options that were issued to employees over a three-year vesting period based on the fair value of the options as of 
the grant date. See Note 16 for further discussion of stock-based compensation. 


Business Segment 


SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information,” establishes 
disclosure requirements relating to operating segments in annual and interim financial statements. The Company 
operates in one business segment, namely as an asset manager providing investment management and 
distribution services for retail and institutional products. Although the Company does make some disclosure 
regarding assets under management and other asset flows by product, the Company has determined that it 
operates in one business segment as it reviews financial performance at an aggregate level. All of the products 
and services provided relate to asset management and are subject to a similar regulatory framework. Investment 
organizations within the Company are generally not aligned with specific product lines. Investment professionals 
may manage both retail and institutional products. 


Recent Accounting Pronouncements 


In September 2006, the Financial Accounting Standards Board, or FASB, issued SFAS No. 157, Fair Value 
Measurements, or SFAS 157, which defines fair value, establishes a framework for measuring fair value and 
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expands disclosures about fair value measurements. SFAS 157 does not require new fair value measurements, but 
provides guidance on how to measure fair value by establishing a fair value hierarchy used to classify the source 
of the information. Quantitative and qualitative disclosures will focus on the inputs used to measure fair value for 
both recurring and non-recurring fair value measurements and the effects of the measurements in the financial 
statements. FASB Staff Position FAS 157-2, or FSP 157-2, delayed application of SFAS 157 for non-financial 
assets and non-financial liabilities until fiscal years beginning after November 15, 2008. The Company’s initial 
adoption of SFAS 157 on January 1, 2008 for all eligible assets and liabilities did not have a significant impact 
on its financial position or results of operations as SFAS 157 primarily addresses disclosure surrounding fair 
value measurements. The Company adopted this standard on January 1, 2009 and does not expect it to have a 
significant impact on the Company’s financial position or results of operations. 


In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and 
Financial Liabilities, or SFAS 159, which gives entities the option to measure eligible financial assets, financial 
liabilities and firm commitments at fair value (i.e., the fair value option), on an instrument-by-instrument basis, 
that are otherwise not permitted to be accounted for at fair value under other accounting standards. The election 
to use the fair value option is available when an entity first recognizes a financial asset or financial liability or 
upon entering into a firm commitment. Subsequent changes in fair value must be recorded in earnings. SFAS 159 
allows for a one-time election for existing positions upon adoption, with the transition adjustment recorded to 
beginning retained earnings. The Company adopted SFAS 159 on January 1, 2008 with no impact on its financial 
position or results of operations as the Company did not elect the fair value option for any of its financial 
instruments. 


In December 2007, the FASB issued SFAS No. 141(R), Accounting for Business Combinations, or SFAS 
141(R). SFAS 141(R) requires the acquiring entity in a business combination to recognize all the assets acquired 
and liabilities assumed in the transaction, establishes the acquisition-date fair value as the measurement objective 
for all assets acquired and liabilities assumed and requires the acquirer to disclose all information needed to 
evaluate and understand the nature and financial effect of the combination and is effective for fiscal years 
beginning after December 15, 2008. The Company adopted this standard on January 1, 2009 and does not expect 
it to have a significant impact on the Company’s financial position or results of operations. 


In December 2007, the FASB issued SFAS 160, Noncontrolling Interests in Consolidated Financial 
Statements, or SFAS 160. SFAS 160 requires all entities to report noncontrolling interests in subsidiaries in the 
same way—as equity in the consolidated financial statements and requires that associated transactions be treated 
as equity transactions—and is effective for fiscal years beginning after December 15, 2008. The Company 
adopted this standard on January 1, 2009 and does not expect it to have a material impact on the Company’s 
financial position or results of operations. 


In April 2008, the FASB issued FASB Staff Position FAS 142-3, Determination of the Useful Life of 
Intangible Assets, or FSP 142-3. FSP FAS 142-3 amends the factors that should be considered in developing 
renewal or extension assumptions used to determine the useful life over which to amortize the cost of a 
recognized intangible asset under FASB Statement No. 142. FSP FAS 142-3 requires an entity to consider its 
own assumptions about renewal extension or reduction of the term of the arrangement, consistent with its 
expected use of the asset. FSP FAS 142-3 is intended to improve the consistency between the useful life of an 
intangible asset determined under FASB Statement No. 142 and the period of expected cash flows used to 
measure the fair value of the asset under FASB Statement No. 141(R) and other U.S. GAAP. The Company 
adopted this standard on January 1, 2009 and does not expect it to have a material impact on the Company’s 
financial position or results of operations. 
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3. Acquisitions, Goodwill and Other Intangible Assets 


Intangible assets at December 31, were as follows: 


2008 2007 
($ in thousands) 
Definite-lived intangible assets: 
InVEStMENE CONTACTS a5..io5 o eeties ota oe RA GO en Lad ob nhdedee ae bates ode eee $ 287,596 $ 305,492 
Accumulated amortization 2.2... 0.0... 0c teen eee eens (256,101) (170,607) 
Definite-lived intangible assets, net... 0... teen en ene 31,495 134,885 
Indefinite-lived intangible assets ..........0. 0.0... cece eee 29,490 73,291 
Total intangible assets, net... 0... cette cence een ees $ 60,985 $ 208,176 


Activity in intangible assets and goodwill for the years ended December 31, was as follows: 


Year Ended December 31, 

2008 2007 2006 
($ in thousands) 
Intangible assets 
Purchases isco: 2 oni fed caddy eat bo) OSS Coksae ww wiawa ed eese es $ 1,083 $ 828 $ 6,372 
Goodwin distribution to former parent .............. 0.00 c eee eee eee eee (12,898) — — 
AMOTIZatlOM): «6.54 45038G-4 dow bee sa eh 8 4 eae a he ea ee (25,132) (30,097) (32,007) 
Tin Pane 2g, gneag se 2esG a eka send h ancetashine hoe aed sae a ace ae ee a, Bacay aed iG Oe (110,244) (301) = (32,471) 
Change in intangible assets ...............00. 000 cece eee es (147,191) (29,570) (58,106) 
Balance, beginning of period ........ 0... 0. eee eee ene 208,176 237,746 295,852 
Balance, end of period ............. 0.0 ccc ccc cect ences $ 60,985 $208,176 $237,746 
Goodwill 
Goodwin distribution to former parent .............. 0.0 c eee eee eee (554) — — 
Impairment? oc. ese a eo eae ends ey ENE eee a eS Oe Gate wees (449,020) — — 
Change in goodwill 2 .cccccng ceca icseee ae eaG see eas keesaans (449,574) — — 
Balance, beginning of period ........ 2.0... 0.02. eee ee eee 454,369 454,369 454,369 
Balance, end of period ................. 00.0 cece eects $ 4,795 $454,369 $454,369 


Definite-lived intangible asset amortization for the next five years is estimated as follows: 2009— 
$6.5 million, 2010—$4.3 million, 2011—$3.7 million, 2012—$3.6 million, 2013—$3.6 million and thereafter— 
$9.8 million. At December 31, 2008, the weighted average estimated remaining amortization period for definite- 
lived investment contracts is 7 years. 


During the first quarter of 2008, the Company recorded a $10.5 million pre-tax impairment on identified 
intangible assets related to institutional investment management contracts. This impairment resulted from the 
termination of certain contracts and related factors. 


During the third and fourth quarters of 2008, the Company recorded impairments on intangible assets and 
goodwill totaling $548.8 million. During the third quarter of 2008, the Company determined that a triggering 
event requiring an impairment assessment had occurred as a result of significant declines in the equity markets, 
and the decline in valuations of financial companies in 2008. The primary drivers of the impairment were a 
reduction in assets under management due to markets being at multi-year lows and valuation multiples for asset 
managers also being at multi-year lows. The equity markets and valuation multiples continued to significantly 
deteriorate in the fourth quarter of 2008, resulting in additional impairment after the Company conducted its 
annual impairment assessments and the assessment required in connection with the spin-off transaction. 
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The Company used a discounted cash flow model to calculate the fair value of definite-lived and indefinite- 
lived intangible assets. To test for impairment of goodwill, the Company obtained and weighted several estimates 
of the fair value of the reporting unit, including discounted cash flow analyses, a revenue multiple analysis, a 
market transaction, and the Company’s market capitalization. 


In the fourth quarter of 2007, the Company performed an interim test of certain of its definite-lived 
intangible assets in accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived 
Assets” as a result of significant outflows in assets under management experienced at one of its operating 
subsidiaries due to the loss of a significant number of accounts. A pre-tax impairment charge of $0.3 million was 
recorded. 


In the first quarter of 2006, the Company recorded a $32.5 million pre-tax impairment on definite-lived 
intangible assets related to certain investment management contracts. This impairment resulted from the 
termination of the associated management contracts and related lost revenues. 


For each of the impairment losses noted above, a goodwill impairment test was also performed in 
accordance with SFAS No. 142, “Goodwill and Other Intangible Assets”, and, except as noted, did not result in 
impairment charges. 


4. Marketable Securities 


The Company’s marketable securities consist of both trading (including securities held by a broker-dealer 
affiliate) and available-for-sale securities. The composition of the Company’s marketable securities at 
December 31, was as follows: 


Unrealized Market 
Cost Gain (Loss) Value 


($ in thousands) 


2008 
Trading: 
Affiliated managed account, common stock ...............0000 eee eee $ 523 $ 20 $ 543 
Affiliated mutual funds .....04 50400 cccunec seus oereuesbedanveed eas 9,156 (4,501) 4,655 
Total tradime SeCurittes ~ 4... 5.6 a cseee we wisp aves adh dctch gsi ecsegean Gob aw SG Ia 8 wale ee Gale 9,679 (4,481) 5,198 
Available-for-sale: 
Affiliated closed-end funds ........ 0.0.0. cece nee nes 1,736 (520) 1,216 
Total marketable securities ... 0.0... 0... c ccc eee teen eee ees $11,415  $(5,001) $6,414 


Unrealized Market 
Cost Gain (Loss) Value 


($ in thousands) 


2007 
Trading: 
Affiliated managed account, common stock ..............0.0 00 eee eee $ 861 $ — $ 861 
Affiliated mutual funds 3.4 sicc5sccis 4 eeua k oewa ewe $48 ded eed Seen 12,875 (993) 11,882 
Total tradin® Securities: ad ns saevesteuhes dala aeinetoe Biath alan eee aedess alana! ane 13,736 (993) 12,743 
Available-for-sale: 
Affiliated closed-end funds ....... 0.0.0... ccc cece eee eee nena 1,621 _— 1,621 
Total marketable securities ... 0.0... ccc ce ee ee eee eee $15,357 $(993) $14,364 
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The Company provided seed capital for a long/short investment strategy. As a result, the Company held 
securities sold short that represented the short portion in connection with that strategy. The short positions at 
December 31, 2007 are included as liabilities on the consolidated balance sheets. These positions were liquidated 
in the fourth quarter of 2008. 


At December 31, 2008, two investments with total unrealized losses of $0.1 million have been in an 
unrealized loss position for greater than one year and one investment with an unrealized loss of $0.4 million has 
been in an unrealized loss position for less than one year. Management believes the unrealized losses on 
available-for-sale investments are primarily the result of the significant weakness in the equity markets that 
occurred in the second half of 2008 and not underlying issues with the investments held that might indicate the 
unrealized losses are not recoverable. The Company has the ability and intent to hold these investments. As a 
result, management does not believe any of the available-for-sale investments are other-than-temporarily 
impaired at December 31, 2008. 


5. Furniture, Equipment and Leasehold Improvements 


Furniture, equipment, and leasehold improvements at December 31, were comprised of the following: 


2008 2007 
($ in thousands) 
Computer equipment and software ........ 0... ccc ete eee $ 4,833 $ 4,262 
Leasehold improvements: .:icf%e.2 0p iaequncer shake ee varecess oa aco ialbugoetneds aiana-adgy Ehezacara aia cgan dave. aca ne 2,117 7,627 
Furniture and office equipment .......... 0... eee ccc eee eee e nea 7,844 11,918 
14,794 23,807 
Accumulated depreciation and amortization ...... 0.0... cece eee eee (8,899) (21,575) 
Furniture, equipment and leasehold improvements, net .......... 0.0.0 e ee eee eee eee $ 5,895 $ 2,232 


6. Long-Term Investments and Other Assets 


Long-term investments and other assets include deferred commissions, expected insurance recoveries and 
equity method investments. 


Deferred Commissions 


Deferred commissions are commissions paid to broker-dealers on sales of Class B and Class C mutual fund 
shares. These commissions are recovered by the receipt of monthly asset-based distributor fees from the mutual 
funds or contingent deferred sales charges received upon redemption of the Class B and Class C shares within 
five years and one year of purchase, respectively. Deferred commissions were $1.8 million and $2.6 million at 
December 31, 2008 and 2007, respectively. Amortization expense, including adjustments for redemptions, was 
$3.1 million, $3.1 million and $3.0 million in 2008, 2007 and 2006, respectively. The deferred commission asset 
is periodically assessed for impairment and additional amortization expense is recorded, as appropriate. 


Inverness/Phoenix and Related Partnerships 


At December 31, 2008 and 2007, the Company had a 23% interest in Inverness/Phoenix Capital LLC 
(“IPC”). IPC is a joint venture with Inverness Management LLC, an unrelated third-party. IPC acts as a general 
partner to several partnerships that invest in private equity transactions (primarily management led buy-outs), 
expansion financing and recapitalizations involving management participation. IPC is accounted for using the 
equity method. The Company’s share of the earnings of unconsolidated investments is included in other income 
in the Statements of Operations. 


At December 31, 2008 and 2007, the Company’s combined investment in IPC and one of its related 
partnerships was $0.4 million and $1.5 million, respectively. At December 31, 2008, the Company had a liability 
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of $1.1 million recorded in other accrued liabilities to reflect a negative capital balance associated with the 
Company’s general partnership interest in IPC as the Company may be required to refund distributions 
previously received, depending on the future performance of the remaining investment held in the partnership. 


7. Collateralized Debt or Bond Obligations and Hedge Funds 


At December 31, 2008, VIA or SCM served as the investment advisors to seven collateralized debt or loan 
obligation (“CDO/CLOs’’) trusts. The CDO/CLOs, which are investment trusts, had aggregate assets of $0.9 
billion, $3.6 billion and $4.0 billion at December 31, 2008, 2007 and 2006, respectively, that were primarily 
invested in a variety of fixed income securities. The CDO/CLOs, in turn, issued tranched collateralized debt and 
residual equity securities to third parties as well as, in certain instances, to Phoenix Life’s general account. The 
CDO/CLOs reside in bankruptcy remote, special purpose entities in which the Company provides neither 
recourse nor guarantees. The Company has determined that it is not the primary beneficiary of these VIEs as 
defined by Financial Interpretation No. (“FIN”) 46-R. Accordingly, the Company’s financial exposure to these 
CDO/CLOs stems only from the investment management fees it earns, which totaled $5.0 million, $8.1 million 
and $8.0 million in 2008, 2007 and 2006, respectively. 


8. Income Taxes 


The components of the provision for income taxes for the years ended December 31, were as follows: 


2008 2007 2006 

($ in thousands) 
Current 

IPS tall cscs5 3 te Asc fa le aha ecsvacde ees oe SAG tne asia a aces ah ne Pen we $ 3,419 $ (499) $ (9,831) 

fo] 2 (ck et RCP oa eA Pree 360 1,790 737 
Total current tax expense (benefit) ..... 0.0... cee eee ee eee 3,779 1,291 (9,094) 
Deferred 

Bedetal i 2c acestreteaenaencee iit ts Shen i re aK Get RAED RE ROS (61,062) (7,244) (16,349) 

Slates a icnk Anis Gala ea WEA eek eae ae SER Aa Ren Adistoe wale oS (4,225) 3 (1,398) 
Total deterréd:tax' Denetit inc cnndaie cede gato e RG SOS RSS Roe eee RRS (65,287) (7,241) (17,747) 
Total expense (benefit) for income taxes ............0 00 cece eee eee eee $(61,508) $(5,950) $(26,841) 


The following presents a reconciliation of the provision (benefit) for income taxes computed at the federal 
statutory rate to the provision (benefit) for income taxes recognized in the consolidated statements of operations 
for the periods indicated: 


Years Ended December 31, 


2008 2007 2006 
($ in thousands) 
Tax at statutory rate 22... eee ee $(206,708) (35)% $(7,035) (35)% $(26,038) (35)% 
State taxes, net of federal benefit ................... (2,512) (3)% 1,141 5 (369) — 
Goodwill amortization and impairments ............. 83,957 14% 17 — 80 — 
Adjustments to tax accruals ...............0.0 2000. _- — 13. — 78 — 
Contingency reserve ...... 0.0.0.0... e eee eee eee (500) 0% 
Change in valuation allowance ...................4. 80,488 16% 
GOOGWIN'SpIN 5 aGx Gowan Sda ee ta vhe sacked (14,917) (2)% 
OED, NE piece esas elec beeen eed ane ct ede (1,316) 0% (86) — (592) (1) 
Income tax expense (benefit) .................-0005 $ (61,508) (10)% $(5,950) (30)% $(26,841) (36)% 
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Deferred taxes resulted from temporary differences between the amounts reported in the consolidated 
financial statements and the tax basis of assets and liabilities. The tax effects of temporary differences at 
December 31, were as follows: 


2008 2007 
($ in thousands) 
Deferred tax assets: 
Intangible assets: .22.o2-ust esi testa Ges bee eel ae SRA See eee $ 92,047 $ 13,641 
Net operating? IOSS€S: «442 cadate veers ete eee ay tea ee ie de eae dee wees 14,392 49,831 
OTE se sec cscs sos da ode tn dees aie acs Gta Se eras aoe leh Dens a wiles Wel ec argite Whi baa 6,087 3,716 
Gross: deferred: taxX:ASSets: 2220s sd ced edn bee eath owls bile GR eee Baebes 112,526 67,188 
Valuation allo Wane: 2.66 c o58 a0) se eewred echinie tee eee Pe daca th arele tea bnoue ewe bie ee _(105,815) _ (10,642) 
Gross deferred tax assets after valuation allowance .......... 0.0.00 e eee eee eens 6,711 56,546 
Deferred tax liabilities: 
Intangible assets. seuss 04 cea dae bade es Sanda ne Ra edad GRR ada wea oe hed HOGG Ree RS (15,133) (65,446) 
Other investments: 24 os esse ee kas Bes See pee das Pea DEER aa ese eee dew ede eS (105) (214) 
Gross deferred tax liabilities... 0... cence nent n nee (15,238) (65,660) 
Deferred tax lability; Net. &. sn..s-44 ah condo eos dane aon widen ck AIO dew Re dans aceanentae dos $ (8,527) $ (9,114) 


Deferred tax assets and/or liabilities are determined by multiplying the differences between the financial 
reporting and tax reporting bases for assets and liabilities by the enacted tax rates expected to be in effect when 
such differences are recovered or settled. 


The Company concluded that a valuation allowance on substantially all of its deferred tax assets at 
December 31, 2008 was required. In accordance with FAS 109, the determination of the realizability of deferred 
tax assets involves an analysis of estimates of future taxable income from operations and consideration of 
available tax planning strategies and actions that it would implement, if necessary, as well as an analysis of the 
expiration dates and amounts of carryforwards related to net operating losses and capital losses. These estimates 
are projected through the life of the related deferred tax assets based on assumptions that the Company believes 
to be reasonable and consistent with demonstrated operating results. The projection also includes consideration 
of the reversal of deferred tax liabilities that are in the same period and jurisdiction and are of the appropriate 
character as the temporary differences that gave rise to the deferred tax assets. Due to a lack of history as a 
separate operating and reporting group, very little weight was given to projections of future income. 


When performing the assessment of the need for a valuation allowance under SFAS 109, “Accounting for 
Income Taxes”, paragraph 25 requires that the evidence be weighted to the extent to which it can be objectively 
verified. Aspects of the projections used in the impairment analyses, while fair and reasonable, may not be highly 
objectively verifiable. Accordingly, certain assumptions, such as those for future growth, were not included in 
the SFAS 109 analysis because those assumptions would not carry sufficient weight to support realization of 
deferred tax assets. 


PNX has historically filed consolidated federal income tax returns, which included Virtus as a wholly 
owned subsidiary. In connection with the spin-off, the Company entered into a tax separation agreement with 
PNX on December 18, 2008, as amended on April 8, 2009. At December 31, 2008, excluding the impact of the 
valuation allowance, gross deferred tax assets of $112.5 million are recorded in the Company’s financial 
statements, attributable primarily to the tax basis in excess of financial reporting basis in certain Company 
intangibles that will be retained by the Company in connection with the terms of the tax separation agreement, as 
amended. The final election to allocate federal income tax attributes is expected to be made by PNX upon the 
filing of its consolidated federal income tax return for the year ended December 31, 2008, which is due to be 
filed on or before September 15, 2009. The tax separation agreement, as amended, provides that PNX will make 
specific elections and waivers intended to preserve the Company’s tax basis in intangible assets. In the event that 
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some or all of the tax attributes the Company expects to retain are ultimately not available to the Company, it 
would reduce or eliminate a portion of these deferred tax assets. 


As of December 31, 2008, the Company had deferred tax assets of $14.4 million and $3.1 million related to 
net operating losses and capital losses, respectively, for federal and state income tax purposes. The related federal 
and state net operating loss carryovers are scheduled to begin to expire in the year 2019. The related federal and 
state capital loss carryovers are scheduled to expire beginning in year 2009. 


The Company has historically been included in the consolidated federal income tax return filed by PNX and 
has been a party to a tax sharing agreement by and among PNX and its subsidiaries. In accordance with this 
agreement, federal income taxes are allocated as if they had been calculated on a separate company basis, except 
that benefits for any net operating losses, tax credits and capital losses will be provided to the extent such loss or 
tax credit is utilized in the consolidated federal tax return. As such, the consolidated tax provision is an 
aggregation of the allocation of taxes to the separate Company subsidiaries. The Company maintained a balance 
payable to PNX of $0.6 million and $12.0 million at December 31, 2008 and December 31, 2007, respectively. 


The Company adopted the provisions of FIN 48, Accounting for Uncertainty in Income Taxes, on January 1, 
2007. As a result of the implementation of FIN 48, the Company recognized a cumulative effect adjustment of 
approximately $0.3 million increase in liabilities for uncertain tax benefits, which was accounted for as an 
increase to the January 1, 2007 balance of accumulated deficit. At December 31, 2008, the Company has no 
unrecognized tax benefits. 


Activity in unrecognized tax benefits for the years ended December 31, 2008 and 2007 was as follows: 


(in thousands) 2008 2007 
Balance, beginning of year .. 1... . Le eee cece ete eens $500 $472 
Decrease related to tax positions taken in prior years ............. 00.0000 00008. (500) — 

Increase related to positions taken in the current year .................. 00.0008. —_— 28 
Balance,end of year. .cc0 eee nae lectins ag cee he pews sadam aot $ 0 $500 


The Company records interest and penalties related to income taxes as a component of income tax expense. 
The Company recorded no interest or penalties related to uncertain tax positions at December 31, 2008 or 
December 31, 2007. Based upon the timing and status of its current examinations by taxing authorities, the 
Company does not believe that it is reasonably possible that any changes to the balance of unrecognized tax 
benefits occurring within the next 12 months will result in a significant change to the results of operations, 
financial condition or liquidity. In addition, the Company does not anticipate that there will be additional 
payments made or refunds received within the next 12 months with respect to the years under audit. 


The earliest federal tax year open for examination is 2004. The earliest open years in the Company’s major 
state tax jurisdictions are 1996 and 2003 for Connecticut and New York, respectively. The Company does not 
believe that any adjustment from any open tax year will result in a material change in the Company’s financial 
position. 


9. Long-Term Debt 
Notes Payable: 


The Company entered into various debt agreements with PNX in 2001 and 2002 that had original maturity 
dates at various times in 2007 that were subsequently extended to 2010. Interest was payable in arrears at annual 
rates ranging from 5.32% to 7.56% for the years 2006 and 2007. During 2006 and 2007, each of these notes was 
forgiven by PNX. The PNX board of directors deemed it to be in the best interests of PNX and the Company to 
forgive the remaining intra-company indebtedness associated with these notes in the amount of $325.0 million 
effective as of December 31, 2007. 
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Additionally, on February 26, 2001, the Company entered into a separate $69.0 million subordinated note 
agreement with Phoenix Life due March 1, 2006 in exchange for debentures held by Phoenix Life. In December 
2005, this agreement was renegotiated to provide for quarterly payments of $3.0 million. The renegotiated note 
was scheduled to mature on December 2010 with an annual rate of 6.55%. In connection with the spin-off, PNX 
restructured the note on December 31, 2008, as amended on March 31, 2009. Interest on the restructured note is 
fixed at 6.55% through January 16, 2009 and is 9.0% thereafter and is paid quarterly. The loan is secured by 
substantially all of the assets of the Company. 


Under the restructured note, the Company must maintain certain financial covenants, as defined, including 
(i) an adjusted “EBITDA to Total Interest Expense Ratio” of not less than 4.00 to 1.00 for any period of four 
consecutive fiscal quarters; (ii) an adjusted “EBITDA to Senior Interest Expense Ratio” of not less than 3.50 to 
1.00 for any period of four consecutive fiscal quarters; (iii) “Net Worth” of at least $135.0 million plus (y) 50.0% 
of net income for each fiscal quarter (without deducting for any net losses) and (z) 75.0% of all future equity 
contributions; (iv) “Assets Under Management” of at least $18.5 billion; and (v) an adjusted “Senior Debt to 
EBITDA Ratio” of not more than 2.50 to 1.00 for any period of four consecutive fiscal quarters. For purposes of 
the loan agreement, adjusted EBITDA means, as of the end of any fiscal quarter of the Company, net income of 
the Company and its subsidiaries before interest expense, income taxes, depreciation and amortization expenses, 
non-cash stock-based compensation, unrealized mark-to-market gains and losses and other non-recurring, 
extraordinary items, in each case as mutually agreed. Upon default, at the option of Phoenix Life, the loan would 
become immediately due and payable. The terms of this loan required the Company to maintain a minimum net 
worth of $135.0 million. At December 31, 2008, the Company would not have been in compliance with this 
covenant as a result of the $127.1 million fourth quarter pre-tax non-cash impairment charge related to goodwill 
and intangible assets recorded on December 31, 2008, the date of the spin-off transaction. On March 31, 2009, 
the Company and PNX amended the loan agreement to decrease the minimum net worth covenant from $135.0 
million to $50.0 million, effective as of December 31, 2008. 


The outstanding balance on this note at December 31, 2008 and 2007 was $20.0 million and $42.0 million, 


respectively. The fair value of this note approximated its carrying value at December 31, 2008 and was $41.2 
million at December 31, 2007. 


Credit Facilities and Other Note Agreements: 


On September 30, 2005, in connection with the final acquisition of KAR, the Company entered into 
promissory note agreements with the KAR minority members totaling $67.0 million to finance the acquisition of 
the minority interest in KAR, of which $9.8 million plus interest was paid on January 3, 2006 and the remaining 
$57.2 million plus interest was paid on January 2, 2007. The funds to make this payment were made available to 
the Company as a result of a $60.9 million capital contribution from PNX to the Company on January 2, 2007. 
The interest rate on the notes was 4.75%. 


Until April 2, 2008, the Company was a potential borrower under PNX’s $150.0 million unsecured senior 
revolving credit facility, dated as of November 22, 2004, amended on June 6, 2006 and scheduled to terminate on 
June 6, 2009. PNX unconditionally guaranteed any loans under this facility to the Company. Base rate loans bore 
interest at the greater of Wachovia Bank, National Association’s prime commercial rate or the federal funds rate 
plus 0.50%. Eurodollar rate loans bore interest at London Interbank Offered Rate (“LIBOR’”’) plus an applicable 
percentage based on PNX’s Standard & Poor’s and Moody’s ratings. The $25.0 million that had been outstanding 
at December 31, 2005 was repaid in its entirety on May 5, 2006 and there were no further borrowings against this 
facility after that time. The Company was removed as a borrower of the facility effective April 2, 2008. 


Interest expense related to the promissory note agreements and the credit facility including any facility, 
usage, commitment, and guarantee fees, was $3.4 million in 2006. 
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10. Commitments and Contingencies 


Litigation and Arbitration Matters 


The Company is regularly involved in litigation and arbitration, both as a defendant and as a plaintiff. The 
litigation and arbitration naming us as a defendant ordinarily involves our activities as an employer, investor, 
investment advisor, broker-dealer or taxpayer. It is not feasible to predict or determine the ultimate outcome of 
all legal or arbitration proceedings or to provide reasonable ranges of potential losses. The Company believes 
that the outcomes of our litigation and arbitration matters are not likely, either individually or in the aggregate, to 
have a material adverse effect on our consolidated financial condition. However, given the large or indeterminate 
amounts sought in certain of these matters and the inherent unpredictability of litigation and arbitration, it is 
possible that an adverse outcome in certain matters could, from time to time, have a material adverse effect on 
our results of operations or cash flows in particular quarterly or annual periods. 


On May 20, 2008, SCM Advisors, LLC (“SCM”), a wholly owned subsidiary of the Company, was named a 
respondent in an arbitration commenced with the American Arbitration Association by a former institutional 
client, for alleged losses sustained while SCM was providing investment advisory services. The investment 
losses were primarily related to investments in collateralized debt obligations and were alleged to exceed $38.0 
million. Subsequent to December 31, 2008, a resolution was reached on this matter with no material impact to 
the Company. 


During 2008, the Company was notified by an individual private client of a potential disagreement on the 
appropriateness of the inclusion of a third-party issued auction rate preferred security in its portfolio. The client 
would like to liquidate the holding; however, there is currently no secondary market for this type of investment. 
The Company is working with the client, who is in discussions with the issuer and underwriter, and believes that 
the client may be able to exit the security. The Company is unable to predict the ultimate outcome of this matter, 
and if the Company were to be required to repurchase the security, it could incur a loss as a result that could 
range from $0 to $0.4 million. No liability has been accrued for this matter as of December 31, 2008. 


Also during 2008, the Company was notified by an individual private client of a potential disagreement on 
the appropriateness of the inclusion of a preferred security in its portfolio. In 2009, the Company agreed to 
provide a fee waiver on future fees earned in managing that account and has recorded a liability of $0.7 million at 
December 31, 2008 to reflect this agreement. 


Regulatory Matters 


State regulatory bodies, the SEC, the Financial Industry Regulatory Authority (“FINRA”) and other 
regulatory bodies regularly make inquiries of the Company and, from time to time, conduct examinations or 
investigations concerning our compliance with, among other things, insurance laws, securities laws and laws 
governing the activities of broker-dealers. The Company endeavors to respond to such inquiries in an appropriate 
manner and to take corrective action if warranted. 


Insight Funds 


On May 18, 2006, the Company acquired the rights to advise, distribute and administer the Insight Funds 
from Harris Investment Management, Inc. (“Harris”) for $4.1 million plus $1.3 million of transaction costs. As 
discussed further in Note 14, Harris is a related party of the Company. 


Under the terms of the agreement, during its first four years, the Company is required to make additional 
annual payments to Harris related to the purchase of contracts of certain money market funds based upon the net 
profits earned on those funds. The Company made payments totaling $2.3 million through December 31, 2008 
related to the first two years of this agreement and has accrued $0.6 million at December 31, 2008 for the third 
annual payment. The initial purchase price and these additional money market payments have been allocated to 
identified intangible assets and are being amortized over periods ranging from one to five years. Harris continues 
to manage the majority of the Insight Funds as sub-advisor. 
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Provisions of the agreement require that the Company make additional payments to Harris should the 
Company terminate its sub-advisory agreements with Harris for reasons other than cause. At this time, the 
Company does not intend to terminate the agreements and, therefore, has not established any related accruals. 


Additionally, the Company entered into a strategic partnership agreement with Harris, whereby Harris 
would be available to the Company as a sub-advisor for non-Harris funds. Harris was subsequently appointed a 
sub-advisor to certain funds. The agreement states with regard to these sub-advised funds, if the sub-advisory 
fees Harris earns in the first five years of the agreement do not reach a specified amount, the Company must pay 
Harris an amount as predetermined by the agreement. Under the agreement, the Company would be required to 
pay a maximum of $20.0 million reduced by the amount of fees that Harris would have earned from termination 
date to the end of the five year period on funds from which Harris was terminated with cause. If the Company 
were to terminate the contracts without cause, the termination costs would be based on $35.0 million, adjusted by 
a factor for the percentage of original assets that remain. The agreement was executed on March 28, 2006 and, to 
date, the Company has recognized approximately $12.8 million of the obligation either by direct payments to 
Harris or accruals. As the calculations are based on facts that can only be determined at the end of five years, and 
as there are significant variables that can impact such calculations, any obligation is not estimable at this time. 
The Company has done a hypothetical calculation and determined that no payment would be required. The 
Company does not believe that it is probable or reasonably possible that a liability has been incurred. The 
Company will continue to review the contingent obligation. 


Other Matters 


The Company indirectly guarantees the activities of its broker-dealer subsidiary. In addition, in the ordinary 
course of business the Company may enter into contracts with third parties pursuant to which the third parties 
provide services on the Company’s behalf or the Company provides services on behalf of the third parties. In 
certain circumstances, the Company may agree to indemnify the third-party service provider. The terms of 
indemnification may vary from contract to contract and the amount of indemnification liability, if any, cannot be 
determined. The Company made no payments to third parties in 2008, 2007 or 2006, and has recorded no 
liabilities with regard to commitments as of December 31, 2008. The Company believes that any risk of loss for 
direct or indirect guarantees is remote and would not have a material impact on the Company’s operating results 
or financial position. 


Lease Commitments 


The Company incurred rental expenses on operating leases of $6.5 million, $4.2 million and $10.7 million 
in 2008, 2007 and 2006, respectively, and received income from subleases of $1.7 million, $1.1 million and $0.9 
million in 2008, 2007 and 2006, respectively. The Company is committed to the following future net minimum 
rental payments under non-cancelable operating leases: 


Income Net 
Lease From Lease 
Payments Subleases Payments 


($ in thousands) 


OD Fees naee aca oetcsetdene Poca JS asses ausdi cea eta Bet oes deh ne dcatoboh an deaeetuas ne esos a hen ane ineva denice $ 2,895 $332 $ 2,563 
ZO i Fac. Gites ee cehie ses eicet OL pavinnsa ap ace herd Sea cas Sas ond teenies) aac lee epet Gua, 4 atandena ets desea 2,902 340 2,562 
DMM oa oo shace Lect acenava dice aes auahaede ahatcee acadane to ien ah ances ae dmecesineedhenacohey a deters nud ieee etonacteces 1,593 104 1,489 
DAV De cs sects cet td ceclh Soo ce igs a tae Set facade antte Geis & doapsinat Euesbeaected dean dee argos 1,137 — 1,137 
DN Ge a ars, essen paeee cats Fa cts cas ated soa ees ane osaatetere tents a tena Deliots, auseiatesav aevamies Sea sese. end eee 26a 1,151 — 1,151 
2014 and therealter «5 6c oes ee Sos x al steko RG ER oe baa os 4,174 — 4,174 


$13,852 $776 $13,076 
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11. Capital and Reserve Requirement Information 


As a broker-dealer registered with the SEC, VPD is subject to certain rules regarding minimum net capital. 
VPD operates pursuant to Rule 15c3-1, paragraph (a) of the Securities Exchange Act of 1934 and, accordingly, is 
required to maintain a ratio of “aggregate indebtedness” to “net capital” (as those items are defined) which may 
not exceed 15.0 to 1.0. 


Aggregate indebtedness, net capital, and the resultant ratio for VPD were as follows: 


December 31, 


2008 2007 
($ in thousands) 
Appresate indebtedness is ine0b4 4 node Sea eee Ree Re Pe ee eae se oaG See ae ees $ 9,243 $13,705 
INGtCAp ITA oa seek love ods Boeke gk be Sig ch eg andthe nape oeduow ad Rake bee woe aoe Bee eg 11,095 7,448 
Ratio of aggregate indebtedness to net capital ....... 0.0.0... eee ee eee O0.8tol 1.8tol 


VPD’s minimum required net capital at December 31, 2008 and 2007 based on its aggregate indebtedness 
on those dates, was $0.6 million and $0.9 million, respectively. 


The operations of VPD do not include the physical handling of securities or the maintenance of open 
customer accounts. Accordingly, VPD is exempt from the reserve provisions of Rule 15c3-3 under the exemption 
allowed by paragraph (k)(2)(i) of such rule. 


12. Restructuring and Severance 


During 2008, the Company consolidated certain overlapping investment strategies and closed two locations, 
resulting in employee headcount reductions and lease abandonments. During 2005, the Company undertook a 
restructuring of the business, incurring costs primarily related to employee reductions including severance. 
Additionally, as a result of these reductions, in 2006, excess office space was vacated and made ready to sublet. 
Lease losses associated with various abandoned office space have been recognized representing the Company’s 
best estimate of the present value of the amount owed under the leases reduced by sub-lease income. A summary 
of severance and restructuring activity for the years ended December 31, 2008, 2007 and 2006 is as follows: 


2008 2007 2006 

($ in thousands) 
Beginning unpaid balance ........ 0... cece nce eee ee $ 3,875 $6,939 $ 414 
Costs incurred and expensed: 

Employee staff reductions ........ 00... cee eect en nee 3,931 371 4,876 

Lease abandonment and other ........... 0.000 eee eee eee eee 862 — 8,758 
Total costs incurred and expensed .... 0.0.0... 0. eects 4,793 371 13,634 
Costs paid: 6.s4066 ca ed eek eed Meda beads Miah nde ae oe eee eso aS wee ba (6,657) (3,435) (7,109) 
Ending unpaid balance s..5.4:3:0¢ 4 tn eda ware trace moe nees be ee eee et $2,011 $3,875 $ 6,939 
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13. Other Comprehensive Income 
The components of other comprehensive income, and related tax effects, were as follows: 


Tax 
Before Expense  Net-of- 
Tax (Benefit) Tax 


($ in thousands) 
Year Ended December 31, 2008 
Unrealized losses on securities available-for-sale: 
Unrealized holding losses arising during period ............... 000000 e eee $(544) $— $(544) 


Other comprehensive income (loss) ........... 000 e cece eet eect teens $(544) $— $(544) 
Year Ended December 31, 2007 


Unrealized gains on securities available-for-sale: 
Unrealized holding gains arising during period ................ 0.0.00 ee eee $ (75) $26 §$ (49) 


Other comprehensive income (loss) ............ 0:0 cece cece eect e ee eee eee $ (75) $26  §$ (49) 
Year Ended December 31, 2006 


Unrealized losses on securities available-for-sale: 
Unrealized holding losses arising during period ..................0 00.0008. $ 24 


Other comprehensive income (l0SS) ... 6.0.0... cece eee ene $ 24 


There were no sales of available-for-sale securities during the years ended December 31, 2008, 2007 and 
2006. 


14. Other Related Party Transactions 

As discussed in further detail throughout these notes, the Company has certain agreements with related 
parties whereby the Company and/or the related party provide services on behalf of the other party. Any 
intercompany balances outstanding associated with PNX transactions are reviewed monthly and are settled to the 
extent cash is available. 


Revenues 


The Company provides investment advisory services to affiliated mutual funds. The Company also managed 
assets and provided other investment advisory services to PNX and Phoenix Life, related parties prior to 
December 31, 2008. The revenues earned from managing related party assets for the years ended December 31, 
were as follows: 


2008 2007 2006 
($ in thousands) 
Management fees: 
Affiliated mutual and closed-end funds ......... 0.000000 c cece eee eee $ 71,051 $ 84,887 $ 76,246 
Phoenix Life General Account ......... 0... ccc eee eee ee eee eee ee eees 12,148 11,589 9,840 
Phoenix Life variable product separate accounts, net of reimbursement ..... 2,191 2,332 3,046 
OUST a. ees es aces aes tent ee aes acces ats eae eis tee areca eae eg crea tian ieee Seana 783 853 (5) 
Total management fees ......... 0... cece eee eens 86,173 99,661 89,127 
Distribution and service fees ..............0 0000. c cee eens 30,210 36,467 29,805 
Administration fees: 
Fund administration. ..s...05 00.05 504 30400 0bsdew ed woe bes oe bas eva sw ewes 11,859 14,322 11,500 
Shareholder service agent... 0.0.0... cece cece eee eee eee 4,446 6,466 5,754 
OUST sd Sess cee ects at ee ts ene eee ete bos tens ere ed 292 495 591 
Total administration fees 2.0... eee eee eee 16,597 21,283 17,845 
Other income and fees .............0 0.00000 ee eens 615 645 683 
PE OUAL, saec 733 ptts szsicite pba dates hea Gots ade areata ened aeavleaimas idee 4 Gee aden toes $133,595 $158,056 $137,460 


Pursuant to the terms of its distribution plans with affiliated mutual funds, the Company received a total of 
$30.2 million, $36.5 million and $29.8 million in 2008, 2007 and 2006, respectively, from affiliated mutual funds 
for providing distribution and other services. Of these amounts, $26.3 million, $30.8 million and $24.4 million in 
2008, 2007 and 2006, respectively, were paid in the form of trailing commissions for services rendered to 
unaffiliated broker-dealers. Trailing commissions are included in other operating expenses on the Consolidated 
Statements of Operations. The remaining distributor fees of $3.9 million, $5.7 million and $5.4 million in 2008, 
2007 and 2006, respectively, were retained as reimbursement for distribution services provided by the Company. 


The Company serves as the administrator to the affiliated mutual funds. For its services, including financial 
agent services, the Company received administration fees of $11.9 million, $14.3 million and $11.5 million in 
2008, 2007 and 2006, respectively. Of these amounts, $7.6 million, $8.7 million and $7.9 million in 2008, 2007 
and 2006, respectively, were paid to an unaffiliated third party for providing fund accounting services. 


The Company also serves as transfer agent for certain affiliated mutual funds. For these services, the 
Company earned fees totaling $8.4 million, $10.4 million and $7.6 million in 2008, 2007 and 2006, respectively, 
and paid out sub-transfer agent fees of $4.0 million, $4.0 million and $1.8 million in those years, respectively. 
These fees are presented net in Administration and transfer agent fees on the Consolidated Statements of 
Operations. 


The Company received management fees of 0.10%, 0.09% and 0.07% of the net asset value of the Phoenix 
Life General Account assets under management in 2008, 2007 and 2006, respectively. The Company’s 
transactions with affiliates comprised 75%, 70% and 63% of total revenues, of which 8%, 6% and 6% related to 
Phoenix Life, for the years ended 2008, 2007 and 2006, respectively The revenues related to Phoenix Life were, 
and continue to be, managed by Goodwin, which is no longer part of the Company effective December 31, 2008. 


Receivables from Related Parties 


Receivables from affiliates as of December 31, were as follows: 


2008 2007 
($ in thousands) 
Investment management fees ........... 00.6 tenet nett e eens $ 9,051 $13,574 
Distribution and service f6ES8 . 4-006. . ac cca see pe eb Mae ee eee ES Soe bE Mende deere dea ene 1,908 3,102 
Adiministfation: £668? 2 dc.366:66 44 Gosek age od pede made pec wae ood a obs aba Geed eas 1,322 3,047 
MER TECELVADIES 25.204 acces eudts hand b aaeee deg eters ab serdar aac dhs anv a goede asec ere meted s 2135 2,553 


$14,416 $22,276 


Operating Expenses 

Prior to the spin-off, Phoenix Life provided certain administrative services at the request of the Company. 
Additionally, certain of the Company’s active and retired employees participated in the Phoenix Life multi- 
employer retirement and benefit plans prior to the spin-off (see Note 2). The expenses recorded by the Company 
for significant services provided by Phoenix Life for the years ended December 31, were as follows: 


2008 2007 2006 

($ in thousands) 
Computer S@rviCeS: sns.siea aaa ede hee eee eae ede PRE AGRE wee eee $ 3,436 $ 4,095 $ 4,023 
PROFESSIONAL TEES. 2. 2:crkk da oii notes ae Baile nh Ries Ada en a Ade eas wee PoE 2,417 3,569 4,457 
COMMUNICA ONS etek Hb BAe alae, Lobe Hehehe oe CREAR AEA Rae hele Ree Re 1,042 1,815 1,339 
Admiimistiative f6€S., i444 oteace canis oa vide beat os tea Mee AR eed wale phaeke 1,126 1,678 1,475 
Corporate and Staff 2c. 442 ciackews eae oe daa ia Cae aR RS eae ES 596 1,245 736 
PRETE ei s hts cat rec etch ice hk eg nos oe Pees 6 ao A Bch ta tees Ae des ete Bt 3,084 27 Ab 2,531 
Employee related charges: 

Healthcare and life insurance benefits .......... 00.00.00 cece eee ee eae 2,400 3,042 3,759 

Pension and savings plans ........ 0... 0c eect eee 3,309 2,691 3,387 

Human resources administration ...... 0... 0... cee ee eee eee 1,428 2,915 2,576 
Equipment rental and maintenance, and other ............. 0.0.00. e eee eee 32 60 78 
TE OUI wate ence Ssetcie de cet og eect ahotsc ance a eisson eects. an Gen aca tuts acae neat ater eon Bike $18,890 $23,821 $24,361 


The Company paid these charges based on contractual agreements. Computer services were based on actual 
or specified usage. Other charges were based on hourly rates, square footage or head count. The Company 
reimbursed Phoenix Life for employee related charges based on actual costs paid by Phoenix Life. Management 
believes that the methods used by Phoenix Life to allocate these expenses to the Company were reasonable. 


Payables to Related Parties 


Payables to related parties for operating expenses as of December 31, 2007 were $11.3 million. 


Spin-off Related Transactions 


On December 31, 2008 and in connection with the spin-off transaction, PNX forgave or assumed $23.2 million 
of liabilities primarily related to taxes, stock based compensation and pension obligations that the Company 
recorded as a capital contribution. In addition, on December 31, 2008, PNX funded a $3.1 million cash contribution 
to reimburse certain spin-off related liabilities representing primarily professional fees, lease build-out costs and 
other costs associated with establishing the Company as a stand-alone entity. The Company recorded a 
$66.0 million distribution to PNX related to tax attributes, including those of Goodwin, that resulted from the final 
tax accounting for the spin-off in accordance with both tax regulations and the amended tax separation agreement. 


Harris Bankcorp Related Party Transactions 


As discussed in Note 15, Harris Bankcorp owns 100% of the Company’s outstanding Series B convertible 
preferred stock. In conjunction with the purchase of the Harris Insight mutual fund contracts in May 2006 (see 
Note 3), the Company engaged Harris Investment Management, Inc., a subsidiary of Harris Bankcorp, as a 
sub-advisor to certain affiliated mutual funds. In addition, a portion of the assets held in the former Harris Insight 
funds were distributed through affiliates of Harris Bankcorp. Expenses and payments recognized in connection 
with sub-advisory and distribution agreements from the date of the original preferred stock investment on 
October 31, 2008 through December 31, 2008 were as follows: 


2008 
($ in thousands) 
Sub-advisory management fees ...... 0.0... eect eens $ 979 
Distribution and service fees .... 0.0... . cc eee n teen eee ene 270 
TOtal) cas scktneane beard Bw Goad seh heit 4 isa te db hdd baba baba hae ad $1,249 


In addition, for the first four years after the purchase of the Harris Insight mutual funds, the Company has 
agreed to pay to Harris Bankcorp 50.0% of the net profit earned by the Company on the money market mutual 
funds acquired from Harris Bankcorp. These payments are accrued throughout the year and made on the 
anniversary date of the purchase of the Harris Insight mutual funds. 


At December 31, 2008, $2.1 million was payable to Harris Bankcorp related to the sub-advisory 


management fees, the distribution fees and the money market earn-out in accordance with the adoption 
agreement. 
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15. Series B Convertible Preferred Stock 


On October 31, 2008 and December 31, 2008, the former parent company of the Company sold a total of 
45,000 shares of Series B Convertible Preferred Stock (“Series B’’) for net proceeds of $35.0 million. Harris 
Bankcorp, a related party as discussed further in Note 14, owns 100% of the outstanding Series B. At 
December 31, 2008, 250,000 shares of Series B were authorized and 45,000 were issued and outstanding. 
Significant terms of the Series B are as follows: 


Dividends—Holders of the Series B are entitled to receive annual dividends at a rate of 8.0%. The payment 
of Series B dividends is senior to the payment of dividends on any other class of stock. Subject to certain 
limitations, dividends may be paid in cash or additional shares of Series B at the discretion of the Company. 
In addition, the holders of the Series B are entitled to share in any dividends paid on shares of common 
stock pro rata with the holders of common stock. Dividends payable on Series B are cumulative and will 
continue to accumulate daily, whether or not declared and paid. In the event that the Company elects to pay 
the quarterly dividend on the Series B in additional shares of preferred stock, those preferred shares would 
generally be entitled to all the rights of the Series B. 


Future Equity Financing—lIn the event that at any time prior to the two year anniversary of the sale of the 
Series B the Company determines to raise equity to finance its business, and Harris Bancorp or any of its 
affiliates holds the equivalent of at least 10% of the Company’s outstanding common stock, the Company 
must offer Harris Bankcorp the initial opportunity to provide such financing up to a principal amount of 
$25.0 million of newly issued preferred stock. The additional financing right does not apply to equity raised 
in connection with shares issued pursuant to any employee benefit plan, in connection with the acquisition 
of another company or pursuant to any stock split, stock dividend or recapitalization by the Company. The 
conversion price for the new preferred stock will be the lower of the conversion price of the Series B and the 
average price of the Company’s common stock over the ten trading days immediately prior to the 
transaction. As a result, should the additional financing right be exercised, it could cause the financing to be 
more expensive than financing the Company might otherwise obtain in the absence of such right. 


In the event that this additional financing right is exercised, and Harris Bancorp beneficially owns in excess of 
33% of the Company’s outstanding common stock, Harris Bankcorp will have the right to appoint an additional 
member to the Company’s Board of Directors, subject to regulatory considerations. If the consummation of the 
additional financing by Harris Bankcorp would result in an assignment of the Company’s investment advisory 
contracts within the meaning of the Investment Company Act and the Advisers Act, then the Company and Harris 
Bankcorp would structure the new securities to be issued to ensure that such an assignment would not occur. 


Investor Put Right; Company Call Option—At any time after October 31, 2011, Harris Bankcorp has the 
right to require the Company to repurchase 9,783 shares of the Series B for a purchase price equal to the 
liquidation preference of the Series B. The price may be payable by the Company in cash or, at the election 
of the Company, with two senior promissory notes of equal amounts with terms of one and two years, 
respectively, with interest payable at LIBOR plus 3.00% per annum. The put right is guaranteed by PNX. 


The put right and the call option will expire should the average closing price of the Company’s common 
stock during any five consecutive trading day period exceed the conversion price per share of the Series B. 
The put right and the call option will also expire as to any shares of the Series B previously converted into 
Company common stock. 


Liquidation Preference—Upon a liquidation of the Company, holders of Series B will be entitled to receive 
an amount equal to the greater of the stated value plus any accumulated but unpaid dividends, or the amount 
holders would be entitled to if their Series B were converted into Company common stock at the conversion 
rate, plus all unpaid dividends on the Company’s common stock through the date of liquidation. 


Conversion—Holders of Series B may convert their shares into shares of Company common stock at any 
time at the conversion rate set out below. In the event that the holders of a majority of the then outstanding 
Series B approve a mandatory conversion of the Series B, all of the shares of Series B then outstanding will 
be automatically converted into shares of Company common stock at the conversion rate set out below. 
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The initial conversion rate for each share of Series B is 38.31 shares of Company common stock subject to 
customary anti-dilution adjustments. In the event that the closing price of the common stock exceeds 175% 
of the applicable conversion price for at least twenty days out of the previous thirty days on which the 
common stock has traded, the Company may elect to cause each share of Series B to be converted into 
shares of common stock at the conversion rate then in effect. However, holders of Series B may elect to 
retain their shares of Series B and thereby forfeit their right to participate in any common stock dividends. 


Redemption—At any time after October 31, 2014, the Company will have the option to redeem all (but not less than 
all) of the then outstanding shares of Series B for cash equal to the liquidation preference plus all accumulated and 
unpaid dividends and all accrued interest. Holders of Series B may elect the shares to be converted into common 
stock immediately prior to any redemption by the Company at the conversion rate. At any time after October 31, 
2015, the holders of Series B will have the option to require the Company to redeem any or all of the Series B for 
cash equal to the liquidation preference plus any accumulated and unpaid dividends and all accrued interest. 


16. Share-Based Compensation 


Spin-Off 


At the time of the spin-off on December 31, 2008, substantially all of the Company’s outstanding stock 
options and restricted stock units were converted from PNX common stock to Virtus common stock. Each equity 
award was modified in a manner intended to preserve the economics of the original grant, including the number 
of awards and exercise price compared to the fair value of the award at the date of modification. Stock options of 
Company stock at December 31, 2008 following the spin-off were as follows: 


Weighted 
Common Average 
Shares Exercise Price 
Outstangine 250. wegacew ht bhd Meee dares ada aa ee hale cee 180,923 $36.45 
IP XEPCISADIL SS sea Getta tapenade ance seee as incur dcachouice at anuid eStoitet oat.c ne doe acettive deat Bedaacs 131,043 $37.79 


At December 31, 2008, 114,153 restricted stock units were outstanding. 


The conversion of existing PNX awards was considered a modification in accordance with SFAS 123(R). 
As a result, the Company compared the fair value of each award immediately prior to the spin-off to the fair 
value immediately after the spin-off to measure incremental compensation cost, if any. The conversion did not 
result in any incremental fair value. Therefore, no stock-based compensation expense was recorded as a result of 
the modification. 


During 2008, the Company adopted the Omnibus Incentive and Equity Plan (the “Plan”) governing equity 


awards. The Plan contains provisions similar to the legacy PNX Stock Option Plan described below. At 
December 31, 2008, 1,800,000 shares were authorized for issuance under the Plan. 


PNX Stock Option Plan 


Prior to the spin-off, certain employees of the Company were granted options to purchase common stock of 
PNX under an approved PNX stock option plan. These options, which were granted at various times beginning in 
June 2002, vested over a three-year period and were to terminate ten years from the date of grant. PNX options 
were granted with an exercise price equal to the market value of the shares at the date of grant. The Company 
recorded compensation expense, relating to charges from PNX for allowing Company employees to participate in 
the plan, of $0.6 million, $0.5 million and $0.4 million in 2008, 2007 and 2006 respectively, related to these 
options. At December 31, 2008, as a result of the spin-off, no PNX options were outstanding for Virtus 
employees. 
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PNX Restricted Stock Unit Plan 


Prior to the spin-off, certain employees of the Company were granted restricted stock units (“RSUs”) of 
PNX stock under an approved PNX restricted stock unit plan. Each RSU, once vested, entitled the holder to one 
share of PNX common stock when the restriction expired. The RSUs were to be either time-vested or 
performance-contingent. The Company recorded compensation expense, related to charges from PNX for 
allowing the Company employees to participate in the RSU plan, of $1.8 million, $2.6 million and $0.8 million in 
2008, 2007 and 2006, respectively. At December 31, 2008, as a result of the spin-off, no PNX RSUs were 
outstanding. 


The Company did not capitalize any stock-based compensation expenses during the three years ended 
December 31, 2008. 


Stock options 


Once vested, options become exercisable. For stock options awarded, the Company recognizes expense over 
the vesting period equal to their fair value at issuance. The Company calculates the fair value of options using the 
Black-Scholes option valuation model. 


Key Assumptions Used in Valuing Each PNX-related Option: 


Years Ended December 31, 
2008 2007 2006 
Expected! term .s.ci aaah ihc tive ese heehee Geo etek phos eee eeees 6 years 10years 10 years 
Weighted-average expected volatility ............. 0.00... c eee eee eee. 42.9% 28.6% 24.3% 
Weighted-dverage:interest rate... oc. kn ieae ns ee eee saan ge ee we ere tees 2.9% 4.6% 4.6% 
Weighted-average common share dividend yield ........................0.0. 1.4% 1.1% 1.1% 


PNX Stock Option Activity Related to Company Employees at Weighted-Average Exercise Price: 


Years Ended December 31 
2008 2007 
Common Common 

shares Price shares Price 
Outstanding, beginning of year ...... 0... . eee eee eee 649,406 $14.39 904,619 $14.36 
GATS, seo Netter Scares eas aueeg dew ayaite ace ee etoeOe a eee cee tars 191,588 11.36 139,000 14.06 
EXOT CISCO, 155 ci5 cc sed ctcs Sea ssctetene mentee too idee canes sannetay sede asec ate chanseaie Maeeheaated (7,333) 10.27 (99,212) 9.22 
FORCED: 23.56054060 640 6h baguaads bade be ade) Iatidcacenneed (83,561) 12.62 (51,501) 14.38 
Canceledsexpired -s:a.23 sg ann ae Gat atiee hs Barctas ities, dee 3G Rae e eek (80,803) 15.13 (243,500) 16.19 
Transferred due to spin-off... 0.0.0... eee cece eee (171,199) 16.02 — — 
Exchanged due to spin-off ...... 2.0.0... cece cece eee (498,098) 13.24 — —_ 
Outstanding, end of year... 2... eee ee — — 649,406 14.39 


The aggregate intrinsic value of options outstanding at December 31, 2008 and 2007 was $0.0 million and 
$0.2 million, respectively. 


As of December 31, 2008, no options were vested and exercisable. As of December 31, 2007, 430,769 


options were vested and exercisable, with an aggregate intrinsic value of $.02 million. These options had a 
weighted-average exercise price of $14.63 and a weighted-average remaining contractual term of 4.7 years. 
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Weighted-Average Fair Value: 


Years Ended December 31, 
2008 2007 2006 


Common Grant Date Common Grant Date Common Grant Date 
Shares Fair Value Shares’ Fair Value Shares’ Fair Value 


PNX options granted to Company employees .... 191,588 $4.16 139,000 $5.77 155,500 $5.67 


Option Values: 


Years Ended December 31, 
2008 2007 2006 


($ in millions) 
Intrinsic value of options exercised . 10... . ee eee cee tenes $0.0 $0.5 $0.1 


Cash received from option exercises for the years ended December 31, 2008, 2007 and 2006 was $0.1 
million, $0.9 million and $0.2 million, respectively. 


As of December 31, 2008, there is no unrecognized compensation cost related to any PNX options granted 
to Company employees. 


Restricted stock units and restricted stock 


Prior to the spin-off, the Company participated in PNX RSU plans under which RSUs were granted to 
employees. The Company recognized compensation expense over the vesting period of the RSUs, which was 
generally three years for each award. 


PNX RSU Activity Related to Company Employees at Weighted-Average Grant Price: 


Years Ended December 31, 
2008 2007 
RSUs Fair Value RSUs Fair Value 
Outstanding, beginning of year .....................-00000- 396,442 $14.10 268,270 $11.13 
AWatded) 5 iisaccedee sd pent etis wae deeded eee nees 59,202 11.33 324,175 14.09 
Converted to common shares/applied to taxes ................. 50,516 14.41 (184,397) 9.71 
Canceled sii dace dees cider tet USER ee Ree Rae ee (91,611) 14.29 (11,606) 14.60 
Transferred due to: Spin-O8b a. 3 cose coe. svece cab inre acne teantglesace qeeoalen ace (140,187) 13.58 — — 
Exchanged due to spin-off ....... 00.0... 0 eee eee eee (274,362) 13.76 —_ — 
Outstanding, end of year ............... 2.0.00. e ce eee eee — — 396,442 14.10 


Generally, the shares underlying these awards were issued upon vesting unless the employee elected to defer 
receipt. Deferred awards were issued on the employee’s respective termination or retirement. 


Weighted-Average Fair Value: 


Years Ended December 31, 
2008 2007 2006 
Grant Date Grant Date Grant Date 
US Pale Vale, EOS Boe Vale, ROMs. Bae Vee 
PNX RSUs awarded to Company employees ...... 59,202 $11.33 324,175 $14.09 110,989 $14.60 
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RSU Values: 


Years Ended December 31, 
2008 2007 2006 
($ in millions) 


Intrinsic value of RSUs converted 1.0.0.0... 0... cece eee ee eee ees $0.9 $3.6 $2.3 


As of December 31, 2008, there was no unrecognized compensation cost related to non-vested RSUs 
granted to Company employees. 


17. Earnings Per Share 


Following the spin-off from PNX, the Company had 5,772,076 common shares outstanding at a par value of 
$0.01 per share. This number of shares is being used to calculate earnings per share for periods prior to the 
Separation. The same number is being used to calculate basic earnings per share and diluted earnings per share 
for all periods because there were no common shares of the Company traded prior to December 31, 2008 and no 
Virtus share options or restricted shares were outstanding prior to the spin-off. 


The following sets forth the computation of basic and diluted earnings per share for the years ended 
December 31,: 


2008 2007 2006 
Net loss available to common stockholders (in thousands) ........... $ (529,558) $ (14,150) $ (47,553) 
Weighted average shares outstanding — basic and diluted ............ 5,772,076 5,772,076 5,772,076 
Net loss per basic and diluted share ............ 0.2.0.0. e eee eee $ (91.75) $ (2.45) $ (8.24) 


For the years ended December 31, 2008, 2007 and 2006, stock options, restricted stock units and Series B 
convertible preferred stock were excluded from the calculation of diluted earnings per share because their effect 
would have been anti-dilutive. 


18. Selected Quarterly Data (Unaudited) 


2008 
Fourth Third Second First 
Quarter Quarter Quarter Quarter 
($ in thousands, except per share data) 
Revenues: .e.s.ic cd idles aensitavtodicyasacdiged eid duatiechacdsatiadncniehit $ 34,887 $ 44,806 $48,048 $ 50,533 
Operating 1088. i.3.0d0e ieee Ge tah ied adda ede eakene ae eo (135,558) (427,816) (4,741) (13,691) 
Net loss available to common stockholders .................. (179,681) (337,269) (3,434) (9,174) 
Loss per share—basic and diluted .............. 0.00000 (31.13) (58.43) (0.60) (1.59) 
2007 
Fourth Third Second First 
Quarter Quarter Quarter Quarter 
Revenues ...... 0.0.0 cece cece cece eee ee eeeeeeenveneees $ 56,190 $ 56,551 $57,170 $ 56,306 
OPETAUM SSS AIT os siie woe yes apaytie Soke) eee Ses eohig. Wiech KOE ER See aR 1,402 2,105 1,715 126 
Net loss available to common stockholders .................. (3,983) (711) = (3,782) (5,674) 
Loss per share—basic and diluted .............. 0.00.00 eee (0.69) (0.12) (0.66) (0.98) 


19. Subsequent Events 
On March 31, 2009, the Company and Phoenix Life modified their loan agreement, effective as of 


December 31, 2008, to decrease the minimum net worth covenant to $50.0 million from $135.0 million. 


On April 8, 2009, the Company amended the tax separation agreement with PNX dated December 18, 2008 
to clarify the treatment and election necessary as a result of the spin-off from PNX. 


On April 6, 2009, the Board of Directors of the Company declared a dividend on its Series B Convertible 


Preferred Stock of $0.2 million payable on April 13, 2009 to holders of record as of the close of business on 
April 6, 2009. 
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